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FOHEWORD 

Since  the  T7orld  War  many  nations  have  adopted 
sales  taxation  as  a  means  of  solving  their  financial 
problems.    This  subject  has  assumed  great  importance  in 
American  public  finance  due  to  the  increasing  demands 
for  a  broader  and  more  stable  tax.    Not  only  our  Fed- 
eral government  but  States  are  also  adopting  or  consider- 
ing a  sales  tax. 

The  purpose  of  this  investigation  is  to  ana- 
lyze briefly  the  available  material  on  sales  taxation 
and  to  indicate  the  possibilities  of  the  sales  tax  as 
a  source  of  federal  and  state  revenue.     It  is  a  sub- 
ject that  is  still  in  the  experimental  stage,  but  which 
seems  to  offer  probable  solutions  of  the  tax  problem. 
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CHAPTER  I 


IHTRODUCTIOH 
PKESEIT  COiroiTIOIT  OF  AlMICArr  TAX  SYSTEM 

Taxes  at  the  present  time  have  "becoine  one  of 
the  most  important  political  prohlems.     This  is  true 
in  every  country  hut  it  has  assumed  greatest  signifi- 
cance in  the  United  states. 

The  economic  depression  and  the  falling  off 
of  husiness  activities  have  greatly  diminished  the 
government  revenues.    As  "business  recedes,  transac- 
tions lessen,  consumption  diminishes,  earnings  and 
profits  fall,  and  the  lowered  incomes  soon  hring  about 
lower  selling  values.     Stamp  duties,  customs,  and  taxes 
all  gradually  recede. 

iThile  all  sources  of  revenue  become  less,  the 
need  for  the  government  to  increase  expenditures  be- 
comes greater.    Emergency  funds  for  unemployment  re- 
lief have  mounted  steadily  while  other  funds  have  been 
established  for  subsidies. 

The  cost  of  the  American  Government  has  been 
rapidly  multiplying  during  the  last  thirty  years  due 
to  emergency  construction  work.  Veterans'  Administra- 
tion, postal  deficit,  and  other  causes.     This  is  true 

in  city,  state,  and  Federal  government  and  at  the  pres- 
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ent  time  the  cost  of  governnient  in  the  United  States 
is  around  twelve  "billion  dollars  annually  and  is  still 
rising.     These  figures  are  seven  hundred  per  cent  great- 
er than  the  cost  of  government  thirty  years  ago. 

Government  detts  have  iDeen  steadily  mounting 
and  have  increased  over  nine  hundred  per  cent  during 
the  last  thirty  years. 

NECESSITY  FOR  STABLE  TAXATION 

There  are  other  special  causes  of  tax  diffi- 
culties in  the  United  States.     The  adoption  of  prohibi- 
tion cut  off  one  of  the  largest  sources  of  revenue. 

Exemptions  and  special  provisions  in  income- 
tax  laws  have  greatly  depleted  the  yield  of  that  type 
of  taxation. 

The  state  and  local  emphasis  on  general  prop- 
erty taxes  is  placing  a  load  that  is  almost  unbearable 
on  the  small  landowners,  many  of  whom  are  not  able  to 
carry  the  burden. 

The  consequence  of  these  difficulties  and  the 
need  for  a  stable  tax  and  a  broader  tax  base  to  balance 
federal  and  state  budgets  has  brought  about  much  dis- 
cussion of  the  sales  tax. 
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CHAPTER  II 


HISTORY  OF  SALES  TAXATION 

While  most  people  "believe  that  sales  taxes 
are  of  recent  origin,  they  are  in  reality,  as  old  as 
history.    Egypt,  Rome,  France,  and  Spain  levied  sales 
taxes  and  other  countries  later  adopted  consumption 
taxes. (1) 

AirCIETIT  AW  MEDIEVAL  SALES  TAXES  ' 

Ancient  Athens  laid  various  taxes  on  the  sales 
of  commodities  in  the  markets  and  on  the  sales  of  land- 
ed property.     Sales  taxation  on  special  commodities  was 
common  in  Egypt,  China,  India,  and  other  ancient  states. 
In  Egypt,  a  tax  at  the  rate  of  five  per  cent  was  placed 
on  the  sales  of  all  commodities.    When  the  Romans  con- 
quered Egypt  they  established  a  general  sales  tax  of 
ten  per  cent. 

The  most  important  of  the  ancient  sales  tax- 
es was  the  tax  collected  "by  Rome  during  the  reign  of 
Augustus.     It  was  a  tax  of  one  per  cent  upon  all  com- 
modities sold  at  the  market  or  "by  auction.     The  tax 
on  slaves  was  two  per  cent.     The  Romans  carried  the  gen- 
eral sales  tax  into  France  and  Spain  where  sales  taxa- 
tion continued  even  after  the  Romans  lost  their  control 
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of  Western  Europe. 

EARLY  FBBirCH  SALES  TAX 

In  1314  France  entered  the  field  of  sales  tax- 
ation with  a  tax  on  the  sale  of  provisions.     In  1465, 
Louis  XI  esta'blished  a  five  per  cent  tax  upon  sales  of 
commodities  at  wholesale.    A  general  sales  tax  was  in- 
troduced "by  Sully  in  1597,  "but  was  revoked  in  1602  "be- 
cause of  its  unpopularity, 

SPAHISH  ALCAVALA 

The  Spanish  Alcavala  was  introduced  as  a  na- 
tional tax  in  1242.     It  included  nearly  all  comniodities 
and  was  levied  at  the  rate  of  one  per  cent,  then  at  five 
per  cent,  and  later  at  ten  per  cent  on  all  sales.  This 
tax  was  very  unjust  as  the  tax  rested  heavily  on  "business 
turnover,  "being  laid  upon  every  stage  of  production  and 
distribution.     The  Alcavala  was  very  unpopular  with  the 
economists  and  the  masses  as  it  hindered  commerce  and 
industry.     It  was  discontinued  in  the  early  nineteenth 
century, 

SULaiARY  OF  EARLY  SALES  TAXES 

Ancient  and  medieval  sales  taxes  were  unjust 
in  their  "burdens,  unfair  in  their  collections,  and  un- 


4 


popular  with  taxpayers.     Rome  and  Spain  were  the  only- 
nations  that  secured  consideralale  revenues  from  a  sales 
tax. 

During  the  seventeenth  and  eighteenth  centuries 
proposals  for  a  general  consumption  tax  were  popular  in 
England  and  Western  Europe.    Germany  levied  heavy  con- 
sumption taxes  "but  they  were  finally  repealed.  England 
taxed  almost  every  variety  of  consumption  to  raise  rev- 
enues to  finance  her  war  with  France.    After  the  Franco- 
Prussian  War  the  general  turnover  tax  was  discussed  in 
France  as  a  means  of  securing  revenues. 

Sales  tax  proposals  received  much  criticism 
from  the  economists  and  the  masses  as  it  was  "believed 
that  the  tax  would  burden  different  producers  and  favor 
integrated  enterprises  at  the  expense  of  single-process 
establishments.     They  contended  that  the  administration 
of  the  sales  tax  would  be  difficult  because  of  inade- 
quate accounting  records  and  that  evasion  would  be  com- 
mon because  of  the  general  application  and  complications 
of  the  tax. 

Early  sales  taxes  varied  in  form  and  rates 
and  were  never  a  permanent  method  of  taxation,  being 
abandoned  shortly  after  they  were  adopted  because  of 
their  unfairness.  In  most  cases  they  were  levied  as 
war  taxes  or  under  the  guise  of  sone  other  dire  and 
immediate  necessity. 
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SALES  TAXATIOH  IIT  UTTITED  STATES 


Until  the  Civil  War  in  1861,  the  United 
States  was  practically  unencumhered  TDy  a  national  or 
public  debt.    Excise,  stamp,  income  license,  and 
direct  or  property  taxes  under  the  Federal  Government 
were  absolutely  unknown.     The  expenses  of  simple  gov- 
ernment administration  were  defrayed  chiefly  by  a  tar- 
iff on  importation  of  foreign  products  or  merchandise 
and  also  by  the  sale  of  public  lands.    Hpwever  with 
the  outbreak  of  the  Civil  TiTar,  expenses  mounted  heav- 
ily and  some  new  source  of  revenue  had  to  be  establish- 
ed.    Sales  taxes  were  levied  to  obtain  new  funds  to 
finance  the  war. 

Civil  War  Sales  Taxes 

The  revenue  law  of  1862  provided  for  a  manu- 
facturers' sales  tax  covering  all  manufactured  articles, 
leaf  tobacco,  coal,  and  raw  cotton  at  specific  rates. 
A  tax  of  .lyb  was  also  levied  on  sales  at  auction.  In 
1864,  a  law  was  adopted  that  taxed  the  bankers  and 
brokers  on  sales  of  commodities  and  instruments.  In 
1867  the  scope  of  federal  sales  taxes  was  broadened 
slightly.     Finally  in  1870,  all  the  federal  sales  taxes 
except  those  on  tobacco  and  liquor  were  abolished.  Dur- 
ing the  nine  years  that  they  were  collected,  the  federal 
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turnover  taxes  yielded  2&fo  of  the  total  federal  revenue. 
In  1866,  the  manufacturers'  sales  tax  yielded  128.5  mil- 
lions of  dollars  or  41,3^  of  the  total  federal  revenue 
for  the  year. ( 2) 

liquor  and  Tohacco  Taxes 

In  1862,  taxes  were  levied  on  fermented  liq- 
uor, distilled  spirits,  and  tohacco.     These  taxes  yield- 
ed large  sums  in  revenue  hut  Congress  felt  the  govern- 
ment was  being  defrauded  of  much  of  its  legitimate 
revenue  owing  to  the  method  of  collecting  the  tax.  In 
1866  the  tax  was  collected  hy  affixing  a  stamp  to  each 
"barrel  of  liquor  sold  and  in  that  single  year  the  rev- 
enue increased  over  40^.     Stamps  were  also  used  to  col- 
lect revenue  on  smoking  tohacco.     The  liquor  and  tobac- 
co tax  revenues  increased  steadily  and  were  two  of  the 
principal  sources  of  revenue  to  the  government  for  many 
years,     ^ith  the  advent  of  Prohibition  all  liquor  rev- 
enue was  abolished. (3) 

World  War  Sales  Taxation 

When  the  war  started  in  Europe  in  1914 ,  the 
United  States  obtained  most  of  its  revenues  from  cus- 
tom duties  and  excise  taxes.     On  June  3,  1916,  the 
National  Defense  Law  was  passed  which  meant  additional 
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large  expenditures.     On  SeptemlDer  9,  the  normal  and  sur- 
tax rates  of  the  income  tax  were  raised,  a  progressive 
inheritance  tax  was  introduced,  and  a  temporary  tax  at  the 
rate  of  12, 5?^  was  laid  upon  the  net  profits  of  munition 
plants. 

The  77ar  Hevenue  Act  of  1917  followed  our 
entry  into  war.     It  greatly  increased  the  rates  of 
personal  and  corporate  income  taxation  from  one-tenth 
in  1914  to  one-third  in  1917  of  the  ordinary  revenues. 
Hew  taxes  were  also  laid  upon  the  consumption  of  many 
non-essential  commodities. 

The  Revenue  Act  of  1921  abolished  the  excess- 
profits  tax,  lowered  the  maximum  surtax  rate  fromi  65^ 
to  50^,  raised  the  exemptions  of  the  income  tax,  and 
repealed  the  taxes  on  the  non-essential  commodities. 
However,  in  place  of  the  excess-profits  tax,  a  corpora- 
tion income  tax  at  the  rate  of  12,5^  was  adopted, (4) 

Origin  Of  Sales  Tax  Movement 

After  the  Civil  lar  sales  taxes  were  repealed 
in  1870,  sales  taxation  controversies  ceased  until  the 
World  War.     The  post-war  movement  for  a  general  sales 
tax  originated  in  opposition  to  the  new  order  of  taxa- 
tion.    In  January,  1918,  the  Bache  Review  of  Hew  York, 
urged  a  general  sales  tax.     Senator  Borah  introduced 

a  hill  in  the  Senate  in  September  1918,  providing  for 

8 


a  gro33  sales  transactions  tax.     The  Borah  "bill  pro- 
vided for  a  tax  to  be  laid  upon  every  purchase  made 
within  the  United  States  and  was  to  "be  collected  "by 
stamps.     Congress  rejected  the  Borah  hill  after  much 
discussion. 

ITewspapers ,  magazines,  and  other  publica- 
tions devoted  much  space  to  the  consideration  of  sales 
taxation.    Many  organizations  were  formed  to  foster 
the  new  tax,  including  the  Business  Ken's  Tax  Commit- 
tee, The  Tax  League  of  America,  The  Business  Science 
Club  and  similar  organizations.     By  1921,  the  country 
was  flooded  with  sales  tax  literature  from  numerous 
sources.    Many  bills  for  general  sales  taxes  were 
submitted  in  the  Senate  and  the  House.     In  1921,  the 
proponents  of  the  tax  attempted  to  force  the  adop- 
tion of  a  national  general  sales  tax.     The  advocates 
of  the  sales  tax  in  1922  tried  to  finance  the  soldiers' 
bonus  by  means  of  a  general  sales  tax  but  failed, (5) 

Objectives  Of  Sales  Tax  Movement 

The  objectives  of  the  sales  tax  movement 
may  be  classified  according  to  the  various  groups 
comprising  the  movement.     One  group  demanded  a  gen- 
eral sales  tax  as  a  substitute  for  all  existing  fed- 
eral taxes.     They  argued  that  if  a  general  sales  tax 
was  adopted  revenues  would  be  abundant,  tax  collections 
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would  "be  efficient  and  economical,  iDusineas  would  "be 
relieved  of  its  complicated  taxes,  and  consumers  would 
be  taxed  on  the  principle  of  ability  to  pay. 

The  objective  of  the  largest  group  of  advo- 
cates of  a  general  sales  tax  was  to  revise  the  tax 
system  so  as  to  permit  a  general  sales  tax  in  the  place 
of  less  desirable  taxes,  rather  than  the  removal  of  all 
federal  taxes  to  make  way  for  a  general  sales  tax.  The 
excess-profits  tax  was  detested  by  business  because  it 
took  away  a  large  share  of  profits,  also  was  compli- 
cated, confusing,  and  burdensome  in  its  administration. 
A  large  number  of  business  men  sought  the  repeal  of 
the  special  sales  tax  on  the  non-essential  commodities, 
which  the  war  finance  had  introduced  and  which  taxed 
a  few  industries  at  high  rates.     The  wealthy  class  de- 
sired the  abandonment  of  the  high  surtax  rates  of  the 
individual  income  tax,  as  they  claimed  that  they  were 
excessively  high  and  unfair.     They  also  wanted  the 
high  normal  tax  rates  reduced  and  the  exemptions  to 
the  personal  income  tax  raised.     Since  the  removal  of 
the  war  taxes  and  lowering  of  their  high  rates  would 
reduce  the  federal  revenues,  the  wealthy  class  urged 
the  adoption  of  a  general  sales  tax  to  meet  the  deficit. (6) 

Summary  Of  Sales  Taxation  In  United  States 

Prior  to  the  Civil  War,  sales  taxation  in 
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the  United  States  was  unknown.     The  Civil  War  sales 
taxes  were  adopted  in  1862  to  raise  additional  rev- 
enue to  finance  the  war.     These  taxes,  levied  at  va- 
rious rates,  were  received  with  hearty  disapproval 
"by  the  nation.     However,  the  taxes  accomplished  their 
purpose  as  they  produced  large  revenues.     The  Civil 
War  sales  taxes  were  repealed  in  1870,  excepting  those 
on  liquor  and  tobacco.     The  liquor  and  tobacco  taxes 
were  important  sources  of  revenue  for  the  federal  gov- 
ernment from  the  time  of  their  adoption  until  the 
World  War  and  the  advent  of  Prohibition. 

The  World  War  sales  taxes  were  adopted  to 
help  finance  the  war  as  new  sources  of  revenue  were 
imperative.    These  taxes  produced  large  revenues  but 
were  severely  criticised  by  the  people,  especially  by 
some  business  m^en  and  those  of  wealth.    They  claimed 
that  the  taxes  were  unjust  as  they  favored  certain 
industries  and  groups  of  individuals.     The  Revenue 
Act  of  19E1  abolished  most  of  these  taxes  with  the 
exception  of  a  corporate  income  tax. 

The  origin  of  the  post-war  sales  tax  move- 
ment occured  in  1918.     The  federal  government  was 
very  much  in  need  of  money  to  pay  its  war  debts,  as 
it  was  during  the  Civil  War  period,     numerous  bills 
for  sales  taxation  were  introduced  in  Congress  but 
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none  of  these  were  enacted.     Sales  taxation  was  given 
mch  pu"blicity  lay  the  newspapers  and  magazines  concern- 
ing the  fundamental  issues.    liany  groups  and  organiza- 
tions were  formed  to  foster  this  movement. 

The  fundamental  ohjective  of  the  movement 
for  a  sales  tax  was  to  lessen  the  tax  burdens  of  the 
wealthier  classes  of  society.    A  general  sales  tax 
would  he  most  "beneficial  to  the  sponsors  of  this 
movement,  the  hig  "business  interests  of  the  nation. 
Instead  of  the  income  tax  and  profits  taxes,  which  were 
largely  paid  by  a  few  wealthy  individuals,  a  general 
sales  tax  would  be  adopted  to  shift  the  tax  burdens 
to  the  millions  of  consumers. 

SALES  TAX  PROPOSALS  IIT  UNITED  STATES 

From  1862  to  1865  proposals  for  general  sales 
taxes  were  discussed  in  Congress  and  over  the  country. 
Congress  rejected  a  proposed  1%  general  sales  tax  in 
1862.     A  commodity  sales  tax  at  the  rate  of  .5^  was  also 
rejected  in  1864.     There  were  several  proposals  for  sales 
taxation  at  various  times  by  organized  groups  follow- 
ing the  ".Yorld  War.  (7)     The  most  important  of  these  post- 
war sales  tax  proposals  was  the  Manufacturers'  Sales  Tax 
which  was  rejected. 
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Smoot  Proposal 

Senator  Smoot 'a  proposal  offered  six  main 
revenue  sources.     They  were  the  individual  income  tax, 
a  corporation  profits  tax,  customs  duties,  an  inheri- 
tance or  estate  tax,  a  tolaacco  tax,  and  a  manufacturers' 
or  producers*  tax.     The  estimated  yield  of  this  proposal 
was  $759,756,000  at  a  rate  of  3^.     The  National  Manu- 
facturers* Association  and  many  other  organizations 
favored  this  plan. 

Commodity  Sales  Tax 

The  commodity  sales  tax  proposal  was  a  gen- 
eral gross  sales  or  turnover  tax  upon  all  sales  of  all 
commodities  at  the  uniform  rate  of  ifo.     Sales  of  services 
and  sales  under  $6,000  annually  would  "be  exempt.  All 
other  federal  taxes  on  "business  including  profits  taxes 
and  special  taxes  would  he  abolished.     It  was  estimated 
that  such  a  tax  would  yield  ahout  a  hillion  dollars  an- 
nually in  revenue.     This  proposal  was  championed  hy 
the  Tax  League  of  America,  various  business  men's  clubs 
and  associations,  and  many  individuals. 

Universal  Sales  Tax 

The  universal  sales  tax  proposal  was  a  uni- 
form ifo  gross  sales  tax  which  would  apply  to  all  sales 
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of  comiEodities  and  services,  exempting  annual  sales 
under  §6,000.     The  receipts  of  professional  men,  pulDlic 
utilities,  sales  of  real  property,  rents,  royalties, 
and  sales  of  capital  assets  would  also  be  subject  to  this 
tax.     The  "base  of  the  tax  was  the  annual  business  turn- 
over.    It  was  estimated  that  the  yield  of  this  tax  would 
be  between  |:l ,700 ,000 ,000  to  $6,720,000,000.    A  well 
organized  group  led  by  the  Business  Een's  national  Tax 
Committee  and  the  United  States  Chamber  of  Commerce 
favored  the  universal  sales  tax. 

Retail  Sales  Tax 

The  retail  sales  tax  proposal  was  a  tax  levied 
upon  sales  of  commodities  at  retail.     The  base  of  the 
tax  was  the  annual  business  turnover.     This  proposal 
did  not  obtain  much  support  when  it  was  advocated. 

Mills'  Spending  Tax 

This  proposal  was  suggested  by  Congressman 
Ogden  L.  L'ills  of  l^ew  York,  later  appointed  Secretary 
of  the  Treasury,  to  enable  the  government  to  dispense 
with  the  excess-profits  tax,  repeal  the  heavy  sur- 
taxes, and  to  revise  the  income  tax  rates  downward. 
The  tax  was  to  be  laid  upon  all  expenditures  for  per- 
sonal, living,  and  family  purposes  by  every  resident 
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Qf  the  United  States.    An  exemption  of  §2,000  for 
single  persons  and  $4 ,000  for  married  persons  would 
"be  allowed.     The  rates  of  the  tax  would  be  graduated 
from  ifo  to  40^.     Every  person  spending  over  $2,000 
a  year  would  "be  required  to  file  a  return.     The  items 
not  su"bject  in  this  spendings  tax  were  necessary  ex- 
penses for  carrying  on  "business,  gifts  for  charitalale 
or  educational  purposes,  dental  and  medical  service, 
funeral  expenses,  insurance  premiums,  and  investments 
made  during  the  year. 

Manufacturers*  Sales  Tax 

The  manufacturers'  sales  tax  proposal  was 
drafted  "by  the  Committee  of  i7ays  and  lieans.     It  was 
a  tax  upon  the  sales  of  all  commodities  sold  "by  the 
licensed  manufacturer  or  producer,  and  on  the  value 
of  every  article  imported  into  the  United  States, 
at  the  rate  of  2,25;^.     The  tax  was  to  "be  laid  on  the 
manufacturer's  or  producer's  prices  at  the  place  of 
production.    Every  manufacturer  was  to  "be  licensed 
and  those  whose  annual  output  was  less  than  $20,000 
were  to  he  exempt.     The  exemptions  were  nmLerous. 
Farm  products,  necessary  foodstuffs,  various  publi- 
cations, and  articles  for  religious  purposes  were 
exempt.     The  manufacturers'  sales  tax  would  not  apply 
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to  exports,  products  already  taxed  under  internal  rev- 
enue laws,  sales  "between  licensed  manufacturers,  arti- 
cles for  further  manufacturing,  and  sales  of  articles 
for  governmental  purposes.     It  was  estimated  that  the 
manufacturers'  sales  tax  would  yield  about  600  mil- 
lions of  dollars  in  revenue  annually.     The  Secretary 
of  the  Treasury  was  to  supervise  the  administration 
of  the  tax. 

Summary  Of  Sales  Tax  Proposals 

Smoot's  proposal  was  not  popular  because 
of  its  complications  and  difficulties  in  adminis- 
tration.    The  commodity  sales  tax  favored  sales  of 
service  and  discriminated  unfairly  against  commodi- 
ty sales.     The  universal  sales  tax  proposal  was  very 
popular.     It  was  considered  a  thorough  going  general 
sales  tax  and  partiality  was  not  shown  to  any  indus- 
try or  groups  of  individuals.    Although  the  retail 
sales  tax  did  not  receive  much  support  in  1921, 
several  states  are  considering  adopting  a  retail 
sales  tax  at  the  present  time.     In  1930,  Kentucky 
enacted  a  retail  sales  tax  based  on  business  turn- 
over.    The  Mills  proposal  was  in  reality  an  income 
tax.     Theoretically  the  tax  was  claimed  to  have  several 
advantages:     it  would  exempt  all  income  saved  and  in- 
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vested  and  therefore  free  capital  for  'business  purposes, 
it  would  promote  thrift ,  it  was  a  consumption  tax  with- 
out regressive  effects,  it  would  simplify  income  tax- 
ation, and  would  produce  a  large  revenue. 

The  manufacturers'  sales  tax  proposal  was 
the  storm  center  in  the  Revenue  Act  of  1932,     The  op- 
ponents of  this  proposal  claimed  that  it  was  unjust 
in  the  distribution  of  the  tax  "burden,  as  it  would 
fall  on  the  millions  of  unemployed,  distressed  farmers, 
and  wage  earners  and  on  harassed  manufacturers  and 
merchants.     The  defenders  stated  that  the  tax  would 
produce  enough  revenue  to  balance  the  budget  and  it 
was  a  necessary  levy  that  distributed  the  tax  burdens 
justly  over  industry  and  consumers.     It  was  stated 
that  this  type  of  tax  had  been  successfully  collected 
in  Canada  and  Australia  and  should  prove  practicable 
here,  as  it  has  a  low  rate  and  is  just  in  its  burdens. 
After  much  debating,  the  House  rejected  the  manufac- 
turers' sales  tax  on  March  24,  1932.     However,  Con- 
gress did  not  adopt  a  group  of  manufacturers'  excise  and 
special  sales  taxes  in  the  Revenue  Act  of  1932  which 
was  enacted  on  June  6,  1932. 
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CHAPTER  III 


TYPES  OF  SALES  TAXES 

A  sales  tax  is  a  tax  imposed  upon  the  sale 
or  transfer  of  oommodities,  properties,  or  personal 
service  at  a  uniform  rate.     There  are  as  many  varie- 
ties of  sales  taxes  as  there  are  nations  collecting 
the  taxes  and  the  characteristics  of  the  taxes  de- 
pend upon  relative  conditions.     Sales  taxes  may  Tae 
divided  into  two  classes:    General  and  Excise. (8) 

GEUERAI  SALES  TAXES 

A  general  sales  tax  extends  to  all  commod- 
ities and  properties  entering  sales  transactions,  ex- 
cept for  special  exemptions.     Therefore  this  tax  is 
in  reality  not  a  single  tax  "but  a  series  of  taxes  and 
might  he  divided  into  two  classes:    multiple  turnover 
and  single  turnover  taxes. 

Multiple  Turnover  Taxes 

A  multiple  turnover  tax  is  a  tax  that  is 
imposed  on  several  or  all  stages  in  the  economic  pro- 
cess of  a  commodity  until  it  reaches  the  consumer. 
The  following  are  types  of  multiple  turnover  taxes. 

1.  Turnover  Sales  Tax  is  a  tax  imposed  upon 
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all  sales  or  transfers  of  commodities,  properties, 
and  services.  Belgium,  Germany,  and  several  other 
European  countries  have  this  type  of  sales  tax. 

2.  Commodity  Sales  Tax  is  a  tax  levied  upon 
the  sales  of  comjriodities  only.  A  comjriodity  sales  tax 
is  divided  into  two  classes:  multiple  and  single.  A 
multiple  commodity  sales  tax  is  a  tax  levied  on  all 
commodity  sales  at  wholesale  and  retail  by  all  types 
of  business  enterprise.  Argentina  adopted  a  multiple 
commodity  sales  tax  in  1931. 

3.  A  Hybrid  Sales  Tax  is  a  tax  which  com- 
bines the  taxes  upon  sales  of  goods  and  services, 
special  taxes,  and  retail  sales  taxes.     The  French 
Turnover  Tax  comes  in  this  classification,  as  France 
has  a  general  sales  tax,  luxury  tax,  special  produc- 
tion taxes,  and  a  tax  on  business  turnover. 

4.  ^Vholesale  Sales  Tax  is  a  tax  that  applies 
only  to  transactions  at  wholesale  for  business  purposes. 
Italy  adopted  this  type  of  tax  in  19E5.     The  Italian 
Sales  Tax  is  applied  to  three  types  of  articles:  raw 
materials,  manufactured  and  semi-manufactured  products, 
and  luxuries. 

5.  Classified  Sales  Tax  is  a  tax  that  is  ap- 
plied to  the  receipts  of  the  various  classes  of  business. 
West  Virginia's  Gross  Sales  Tax,  which  divides  business 
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into  eight  general  Glasses,  is  an  example  of  this  type 
of  sales  tax.     Georgia's  Privilege  Tax  is  also  an  ex- 
ample of  a  classified  sales  tax, 

6.  Privilege  Tax  is  a  tax  that  is  levied  on 
persons  or  corporations  for  the  privilege  of  engaging 
in  certain  types  of  business  under  protection  of  the 
government.     The  "base  of  the  tax  is  the  gross  income 
or  gross  receipts.     Connecticut,  Delaware,  and  Penn- 
sylvania have  adopted  privilege  taxes. 

Single  Turnover  Taxes 

A  single  turnover  tax  is  a  tax  that  is  levied 
on  only  one  stage  in  the  economic  process  of  a  commod- 
ity until  it  reaches  the  consumer.     The  following  are 
types  of  single  turnover  taxes. 

1,  lilanufacturers •  Sales  Tax  is  a  tax  that 
is  levied  on  the  sales  and  importations  of  licensed 
manufacturers  or  producers.     Canada  has  this  type  of 
sales  tax.     A  manufacturers'  sales  tax  is  sometimes 
called  a  production  or  producers'  tax.     Turkey  has  a 
production  tax  and  Australia  a  producers'  tax. 

2.  Retail  Sales  Tax  is  a  tax  laid  upon  sales 
of  commodities  at  retail.  France  has  a  special  tax  on 
"business  turnover  that  is  a  retail  sales  tax.  In  1930 
Kentucky  adopted  a  retail  sales  tax. 
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3.  Commodity  Sale a  Tax  is  a  single  tax  on 
the  first  taxable  sale  or  use  of  an  article  and  col- 
lected only  once  for  each  article.     The  General  Sales 
Tax  of  Porto  Hico  is  a  single  coimodity  sales  tax. 

4.  Severance  Tax  is  a  tax  levied  on  business- 
es that  extract  natural  resources  from  the  soil,  such 
as  coal,  lumber,  oil,  and  ore.     The  base  of  this  tax 

is  the  gross  market  value  of  the  material  that  is  ex- 
tracted or  severed  from  the  soil  or  water.     It  is 
sometimes  called  a  depletion  tax.     Several  of  our 
States  have  adopted  severance  taxes. 

EXCISE  T-AiES 

Excise  taixes  are  taxes  that  are  imposed  on 
specific  comm.odities  or  products  of  general  consump- 
tion which  have  a  constant  demand  and  therefore  yield 
large  revenues.    They  are  taxes  on  selected  lines  of 
consumption  and  are  sometimes  called  selective  taxes. 
Excise  taxes  may  be  divided  into  two  classes:  lux- 
ury and  special  sales  taxes. 

1.  Luxury  Sales  Tax  is  a  tax  levied  upon  sales 
of  commodities  classed  as  luxuries  or  non-essentials. 
This  tax  is  one  that  causes  much  controversy  as  legis- 
lators and  people  generally  differ  as  to  what  consti- 
tutes a  luxury.     However,  it  is  a  tax  which  distributes 
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the  tax  iDurden  according  to  the  ability  to  pay  more 
evenly  than  any  other  tax.     Taxes  on  admission  to 
amusements,  furs,  jewelry,  sporting  goods,  and  toi- 
let preparations  are  examples  of  a  luxury  sales  tax. 

2.  Special  Sales  Tax  is  one  that  is  im- 
posed on  designated  commodities  or  products.  Taxes 
on  sales  of  automo "biles  "by  manufacturers,  hank  checks, 
consumption  of  electricity,  and  sales  of  petroleum  hy 
pipeline  are  examples  of  special  sales  taxes.  The 
gasoline  and  tohacco  taxes  which  are  collected  hy  the 
Federal  and  some  State  governments  are  types  of  special 
sales  or  excise  taxes. 
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CHAPTER  IV 


GEHERAI  SALES  TAXES  OF  FOBEIGIT  COUITTRIES 

Since  the  World  War  all  the  important  Eu- 
ropean nations  with  the  exception  of  Great  Britain 
have  adopted  some  form  of  general  sales  taxation. 
Many  other  nations  in  different  parts  of  the  world 
have  also  adopted  sales  taxes. 

The  table  "below  shows  the  countries  hav- 
ing general  sales  taxation,  year  of  adoption,  type 
of  tax,  amount  of  revenue,  and  ratio  of  sales  tax 
revenue  to  total  amount  of  revenue. (9) 

TABIE 

Revenue 

Country       Year  Type  of  Tax  Year    Amount  Ratio 

to 
Total 


Australia 

1930 

Single  turnover 

1931 

5,000,000 

levied  as  near 

sale  as  practi- 

cal 

(millions 

schs. ) 

Austria 

1924 

Transfer  of  com- 

1927 

237.1 

30.8 

modities,  commer- 

1928 

253.3 

23.3 

cial  Sc  profession- 

1929 

256.8 

22.0 

al  services 

1930 

253.3 

22.4 

1931 

255.9 

19.0 

Included 

a"bove 

Luxury 

(millions 

of  frs 

Belgium 

1928 

Commodity  trans- 

1924 

480.3 

16.2 

fer  stamp  tax  on 

1925 

480.8 

13.6 

sales  other  than 

1926 

850.0 

16.3 

retail 

1927 

1725.0 

24.6 

1928 

2160.0 

27.2 

luxury  commodity 

Included 

above 
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TABIE- Con  timed 


Revenue 

Country       Year  Type  of  Tax         Year    Amount  Hatio 

to 
Total 


Bolivia 


1930 


Brazil 


1922 


Cu"ba 


1931 


Canada 


1930 


Czechoslo-  1920 
vakia 


Transfer  of  com- 
modities or  com- 
mercial services 


Transfer  of  com- 
modities or  com- 
mercial transac- 
tions 


Transfer  of  prop- 
erty and  commer- 
cial services 

Luxury  commod- 
ity or  service 

Single  turnover 
production  ta^ 


Transfer  of  com- 
modities, com- 
mercial and  pro- 
fessional ser- 
vices 


(bols. ) 

1927  699094 

1928  817550 

1929  844730 


(millions  of  milreis) 


1925 
1926 
1927 
1928 
1929 


100 
68 
48 
72 
69 


8.4 

5.0 


(millions  of  dollars) 

1926  13.8  15 

1927  14.1  15 

1928  15.1  15 

1929  16.0  15 


(millions  of  dollars) 


1926 
1927 
1928 
1929 
1930 


82.3 
72.1 
63.6 
44.8 
20.7 


23.7 
19.0 
15.8 


(millions  of  crowns 


1927 
1928 
1929 
1930 
1931 


1883 
1980 
1595 
1147 
1240 


18 
19 
21 
15 
16 


Luxury 

Ecuador        1923      Sales  of  commer- 
codified  cial  and  indus- 
1930      trial  establish- 
ments 


(millions  of  sucres) 

1926  1.7 

1927  2.1 

1928  2.5 

1929  2.2 
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TABLE- ContimecL 


Heveme 

Country       Year  Type  of  Tax  Year    Amount  iiatlo 

to 
Total 


Prance 


1929      Cominodity  transfer 


Luxury  commodity 
and  service 

Special  turnover 


(millions  of  frs. 

1927  8620  20 

1928  9296  20 

1929  12394  21 

1930  9922  20 

1931  8708  19 


Germany  1926 


Italy 


1930 


Poland 


1924 


Phillipine  1928 
Islands 


(millions 

of  G.   iL.  ) 

Tax  on  commer- 

1927 

877.6 

12 

cial  and  indus- 

1928 

700.1 

10 

trial  "business 

1929 

709.2 

9 

activity 

1930 

815.5 

10 

1931 

740.0 

9 

(millions 

of  lira) 

Commercial  com- 

1925 

758.8 

7.1 

modity  transfer 

1926 

889.5 

7.6 

1927 

783.3 

6.8 

1928 

642.7 

6.0 

1929 

441.1 

2.4 

(millions 

of  zlotys) 

Commodity  trans- 

1924 

177.0 

13 

fer 

1925 

198.5 

18 

1926 

209.8 

1927 

281.7 

(millions 

of  dollars 

Commodity  trans- 

1925 

17.7 

48 

fer 

1926 

19.2 

50 

1927 

18.8 

49 

1928 

18.5 

48 

1929 

19.2 

47 

£5 


TABIE-Continued 


He  venue 

Country       Year  Type  of  Tax  Year    Amount  Ratio 

to 

Total 


( thousands 

of  do  11a] 

Porto  Rico  1927 

Sale  of  an  arti- 

1926 

567 

5 

cle  the  object 

1927 

865 

8 

of  commerce 

1928 

922 

8 

1929 

762 

7 

1930 

633 

(millions 

of  lei) 

Roumania      19 E7 

Arbitrary  value 

1924 

850 

5,6 

of  commodity 

1925 

850 

4.5 

1926 

1200 

5.5 

1927 

1750 

6.1 

1928 

2000 

6.3 

Russia  19E1 

Business  license 

(millions 

of  p.  t.  ) 

Turkey  1927 

Production  of 

1928 

34 

15 

mfgd,  items  by 

machine  process 

Taxation  and  economic  experts  usually  apply 
three  tests  to  any  form  of  taxation  legislature.  First, 
will  it  produce  revenue;  second,  can  it  be  administer- 
ed economically  and  efficiently;  and  third,  will  it 
affect  business  adversely?    My  purpose  in  this  chapter 
is  to  summarize  briefly  some  of  the  effects  general 
sales  taxation  has  had  in  the  countries  where  it  is 
levied. (10) 

France  has  three  types  of  sales  taxes  which 
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yield  £0^  of  the  total  tax  revenue.     However,  these - 
taxes  have  caused  much  dissatisfaction  to  the  people 
who  claim  that  they  hurt  French  competition  in  world 
markets  and  that  they  were  adopted  in  desperation 
when  other  methods  of  taxation  failed. 

Germany  has  a  turnover  tax  which  is  faulty 
but  necessary.  It  has  "brought  in  great  sums  of  rev- 
enue with  comparative  ease.  It  is  considered  one  of 
the  post-war  evils. 

Hungary  has  found  that  sales  taxes  produc- 
ed large  and  dependable  revenues  "but  turnover  and  pro- 
duction taxes  caused  pyramiding  and  complicated  admin- 
istration.    Much  detailed  bookkeeping  was  necessary 
and  private  business  claimed  that  the  government  was 
too  inquisitive  in  the  inspection  of  business  records. 

Portugal  repealed  the  turnover  tax  to  simpli- 
fy taxation  of  business.     There  were  many  complaints 
that  the  tax  could  not  be  shifted  to  consumers  and  the 
government  was  unable  to  obtain  satisfactory  records 
of  taxable  transactions.     A  new  plan  of  business  taxation 
is  now  used  and  is  based  on  presumed  profits. 

Czechoslovakia  has  a  general  turnover  tax 
which  yields  a  very  satisfactory  revenue.     The  consum- 
ers accepted  it  after  food  stuffs  were  exempted.  Com- 
mercial and  industrial  interests  are  moving  for  the 
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abandonment  of  the  tax  and  olaim  that  it  hurts  busi- 
ness.    It  has  caused  exporters  much  trouble  in  com- 
peting in  foreign  markets  with  vendors  who  pay  no 
turnover  tax.     The  government  is  trying  to  simplify 
the  administration  of  the  tax  and  remove  its  unde- 
sirable effects  on  business  but  it  is  also  extend- 
ing the  system  of  production  taxes. 

Russia  has  an  industrial  tax  which  is  an 
example  of  complicated  and  progressive  rates,  de- 
pending on  particular  classification  of  business 
establishments  and  is  very  cumbersome  in  adminis- 
tration.    This  tax  is  criticized  for  excessive  rates 
that  have  curtailed  consumption  and  tax  collections. 
However,  it  returns  very  large  revenues  and  ranks 
next  to  excise  taxes  in  importance, 

Mexico's  general  sales  tax  is  really  a 
continuation  of  the  Spanish  Alcavala.     The  admin- 
istration and  distribution  of  the  tax  burden  is  very 
poor.     This  tax  is  criticized  by  most  writers  as  being 
very  unfair  and  putting  great  pressure  on  the  tax- 
payers.    It  has  been  in  effect  many  years  and  is  very 
complicated  as  the  methods  of  collecting  have  not  been 
improved.     This  may  be  due  to  the  political  chaos  in 
the  country.     However,  this  tax  yields  very  large  rev- 
enues and  the  government  does  not  plan  to  abandon  it, 
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Cu^ba  has  a  gross  sales  tax.     This  was  at. first 
very  confusing  but  the  people  gradually  "becaine  accustom- 
ed to  it  and  the  administration  has  "been  more  satisfact- 
ory.    However,  an  investigation  committee  has  advised 
repeal  or  reduction  of  the  tax. 

Philippine  Islands*  sales  tax  dates  "back  to  1905. 
This  tax  is  exclusively  adaptable  to  goods,  wares,  and 
merchandise  which  change  ownership  within  the  islands. 
It  has  "been  found  very  successful  and  easy  to  collect. 
However,  the  small  industrial  unit  in  the  islands  and 
the  low  rate  of  the  tax  accounts  for  the  ease  in  admin- 
istering it. 

Canada's  Manufacturers'  Sales  Tax  was  adopt- 
ed in  1920  and  has  continued  until  the  present  time. 
At  one  time  this  tax  yielded  Zbjo  of  the  total  tax  rev- 
enues although  it  has  decreased  slightly.     The  cost 
collections  are  5P/o  of  every  dollar.    This  tax  is  fa- 
vored by  the  Retail  Merchants  Association  of  Canada, 
"but  is  opposed  "by  the  Canadian  Manufacturers*  Asso- 
ciation.    Some  of  the  business  men  favor  a  general 
sales  tax  with  few  or  no  exemptions. 

SUMMAEY  OF  GEEEHAL  SALES  TAXES  II  FOREIGIT  CQUMJHIES 

Sales  taxation  seems  to  have  yielded  a 
very  satisfactory  revenue  in  the  majority  of  countries 
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that  have  adopted  it.     In  several  countries  the  yield 
is  the  most  important  of  any  form  of  taxation. 

The  administration  problems  of  the  tax  vary 
mQch  in  the  different  countries.     Some  have  worked  out 
satisfactory  methods  of  collecting  the  tax  while  others 
are  constantly  enacting  new  laws  in  an  endeavor  to  find 
more  economical  and  efficient  methods.     However,  admin- 
istration problems  seem  solvable  in  most  cases. 

Business  interests  are  constantly  opposing 
sales  taxation  and  opinions  vary  so  within  every 
country  that  it  is  difficult  to  draw  any  definite 
conclusions.     In  most  of  the  countries  the  taxes  were 
received  enthusiastically  by  business  when  first  en- 
acted but  as  numerous  problems  arose  sales  taxation 
became  a  target  for  much  criticism  in  the  business 
world.     Heavy  and  unequal  burdens  have  been  placed 
on  business  and  consumers. 

In  spite  of  the  objections,  the  countries 
which  have  levied  the  tax  continue  to  collect  it  as 
it  yields  a  large  source  of  revenue  which  cannot  be 
obtained  from  other  sources. 


50 


CEJiPTER  V 


SALES  TAXATIOIT  II?  HEVEMJE  ACT  OP  1932 

After  much  delDating,  the  Revenue  Act  of 
193E  was  enacted  and  "became  a  law  on  June  6,  1932. 
The  Manufacturers*  Sales  Tax  which  had  "been  the 
storm  center  was  rejected  and  a  group  of  excise 
taxes  were  adopted  in  an  attempt  to  secure  addition- 
al revenue  to  "balance  the  federal  "budget.    These  ex- 
cise ta^es  consisted  of  manufacturers'  excise  taxes, 
import  levies,  special  taxes,  increased  postal  rates, 
and  stamp  taxes.     The  taxes  are  a  temporary  measure, 
the  times  of  expiration  varying  and  all  taxes  will 
"be  repealed  "by  August  1,  1934,  excepting  the  admis- 
sion and  stamp  taxes. (11) 

EAUUFACTURERS *  EXCISE  TAXES 

The  Manufacturers'  Excise  Taxes  "became 
effective  June  21,  1932,  and  will  expire  July  1, 
1934,  with  the  exception  of  sections  606,  602, 
and  617,  relating  to  automobiles  and  accessories, 
tires  and  tu"be3,  and  gasoline.     The  articles  tax- 
ed in  Section  617  will  expire  June  30,  1933  and  those 
in  Section  606  and  602,  on  July  31,  1934.  Sections 
601-629,  Title  11,  of  the  Revenue  Act  pertain  to  the 
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loamfacturers'  excise  taxes.  The  coiranodities  affect- 
ed "by  these  taxes  are: 


Lutricating  oils 
Brewer's  wort 
Grape  concentrate 
Grapejuice  (unfermented) 
Hadios  and  Phonographs 
Automobiles  (passenger) 
Autoino"bile  s  ( trucks ) 


4  cents  a  gallon 
15  cents  a  gallon 
20  cents  a  gallon 

5  cents  a  gallon 
5  per  cent 

3  per  cent 
2  per  cent 


Automobile  parts  &  accesso-  2  per  cent 
ries 

Toilet  preparations 


Toilet  pastes,  toilet 
soaps  &  dentrifices 
Tires 

Tubes 

Furs 

Jewelry  (including  wat- 
ches 8g  clocks) 
Itechanical  refrigerators 

Sporting  goods 

Cameras  (except  aerial) 

Firearms,  shells,  and 

cartridges 
Hatches  (wooden) 

Hatches  (paper) 

Chewing  gum 

Candy 

Electric  energy 


10  per  cent 
5  per  cent 
24  cents  a  pound 

4  cents  a  pound 
10  per  cent 

10  per  cent 

5  per  cent 
10  per  cent 
10  per  cent 
10  per  cent 

2  cents  per  1000 
■|  cent  per  1000 
2  per  cent 

2  per  cent 

3  per  cent  paid  "by 

consumer 
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-Cereal  teverages  14  cents  per  gallon 

Fountain  syrups  6  cents  per  gallon 

Carbonic  Acid  gas  4  cents  a  pound 

Gasoline  1  cent  a  gallon 

Unfermented  fruit  juices       E  cents  a  gallon 
Sc  still  drink  (except 
grape ) 

Mineral  waters  2  cents  a  gallon 

IMPORT  LEVIES 

The  iicport  levies  on  commodities  contained 

in  Section  601  of  the  Revenue  Act  are: 

Gasoline  2-|  cents  a  gallon 

Crude  and  fuel  oil  ^  cent  a  gallon 

Luhricating  oil  4  cents  a  gallon 

Paraffin  1  cent  a  pound 

Coal  10  cents  a  100  pounds 

lumher  (except  certain  3  dollars  per  100  ft, 

flooring) 

Copper  4  cents  per  pound 

SPECIAL  SALES  TAXES 

The  special  sales  taxes  contained  in  the  Rev- 
enue Act  of  1952  are  applicable  to  certain  commodities. 
Telephone  and  Telegraph  (Section  701) 
Telegraph  messages         5  per  cent 

Cable  &  radio  dis-        lo  cents  each 
patches 
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Telephone  and  Telegraph  (continued) 

Leased  wires  5  per  cent 

(Except  those  com- 
inon  carriers  or 
telegraph  or  tel- 
ephone companies 
or  radio  "broad- 
casting stations 
or  net  work) 


Telephone  conversa-      10  cents 
tions,  charge  $.50 
or  more ,  "but  less 
than  $1.00 

On  charges  of  $1.00      15  cents 
or  more,  "but  less 
than  I 2. 00 

On  charges  of  |2.00      20  cents 
and  upwards 

Admissions  (Section  711)      10  per  cent  on  admis- 
sions over  $.40 


Transportation  of  crude 
petroleum  and  liquid 
products  thereof  "by 
pipeline  (Section  731) 

Leases  of  safe  deposit 
"boxes  (Section  741) 


Bank  checks  and  drafts 
(Section  751) 


3  per  cent  of  amt. 

paid 


10  per  cent  assessed 
against  a  person 
paying  for  use  of  "box 

2  cents  per  check. 
Tax  collected  "by 
"bank  &  remitted  to 
Government:  (not 
a  stamp  tax)  ef- 
fective on  checks 
presented  for  pay- 
ment on  June  21 , 
1932,  8c  thereafter 
until  July  1,  1934. 


Postage 

(see  next  page) 
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Postage  (Section  1001) 

Letter  mail  postage  increased  from  E  cents 
to  three  cents,  mail  containing  advertising 
increased  according  to  zones,     First  class 
postage  effective  July  6,  1952,  second  class 
July  1,  19SE,  "both  expiring  July  1,  1934. 

Boats  (Section  761) 

Annual  license  tax  for  operating,  sliding 
scale  from  s^lO.OO  for  boats  of  £8  ft.  to 
$200.00  for  "boats  of  over  200  ft.  rot 
applicable  to  trading  or  fishing  "boats. 
Effective  July  1,  1952. 

Stamp  Taxes 

Original  issue  of  capital  stocks  and 
"bonds,  10  cents  per  $100.00,  par  or 
face  value. 

Stock  transfer  tax  increased  to  4  cents 
per  $100.00  par  value;  and  4  cents  per 
share  on  non  par  value  stock. 

Sale  of  bonds,  4  cents  each  $100.00 
par  value  or  fraction  thereof. 

Conveyances  50  cents  on  each  $500.00 
of  value  of  property  conveyed  or  frac- 
tional part  thereof. 

Sale  of  produce  for  future  delivery,  5 
cents  per  $100.00 

The  manufacturers'  excise  and  special  taxes 

will  yield  $622,000,000.00  according  to  an  estimate 

of  the  Committee  on  Ways  and  Leans. (12) 

Revenue  Estim.ated  yield  in 

millions  of  dollars 

Sales  of  capital  stock  70.0 

Sales  of  "bonds  25.0 

Issues  of  capital  stock  s.O 

and  "bonds 
Conveyances  10.0 

Sales  of  produce  6,0 
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Bevenue  (continued)  Estimated  yield  in 

millions  of  dollars 


ACLmx  s  s  1 0  n  3 

40.0 

lubricating  oil 

35.0 

Imported  gasoline 

25.0 

kalt  and  wort 

46.0 

iexepnone  and  telegrapn 

33. 0 

messages 

Imported  coal 

0.5 

Cosmetics 

20.0 

Purs 

15.0 

Sporting  goods  and 

6.5 

cameras 

Jewelry 

15.0 

Beverages 

10.0 

Hatches 

11.  0 

Chewing  gum 

3.0 

Hadios  and  phonographs 

11.0 

lilechanical  refrigerators 

6.0 

Automobiles,  trucks,  and 

56.0 

accessories 

Candy 

12.0 

Safe  deposit  "boxes 

1.0 

Yachts,  motor  boats,  etc. 

0.5 

Oil  transported  by  pipe  line20.0 

Firearms  and  shells 

2.5 

Increased  postal  rates 

135.0 

Total  amount  of  revenue 

623.0 
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ECOirOKIC  EFFECTS  OF  EXCISE  TAXES (13) 

Excise  sales  taxes  have  a  tendency  to  "be  pas- 
sed, on  to  the  consumers  in  higher  prices.  Therefore, 
manufacturers  and  merchants  will  suffer  declining  sales 
and  readjustments  as  demand  for  the  taxed  articles  de- 
clines with  rising  prices.     The  new  taxes  may  "be  shift- 
ed to  the  consumers  hy  advancing  prices,  reducing  the 
size  of  packages  and  containers,  or  "by  lowering  the 
quality  of  the  product.     The  consumer  receives  less 
for  each  dollar  spent  for  taxed  articles,  unless  the 
manufacturers  and  dealers  ahsorb  the  taxes  in  their 
profits  or  lower  their  operating  cost  to  balance  the 
taxes. 

It  may  "be  impossible  to  shift  taxes  to  buy- 
ers in  times  of  economic  depression  like  the  present, 
because  business  costs  cannot  be  recovered  in  the  mar- 
kets and  prices  may  be  fixed  without  reference  to  costs. 
Excise  taxes  are  additional  costs  to  business  and  must 
be  passed  along  to  consumers  under  competitive  business 
or  sellers  will  be  forced  out  of  business. 

There  are  some  problems  involved  in  order  to 
shift  excise  taxes  to  the  consumers.     For  example,  con- 
sider manufacturers  who  produce  commodities  that  retail 
at  low  prices,  like  chewing  gum,  candy,  and  articles 
sold  in  five  and  ten  cent  stores.     It  is  a  problem  to 
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collect  the  tax.     If  an  article  usually  retailing  at 
tencents  should  "be  advanced  to  eleven  cents,  it  would 
be  an  unusual  and  unpopular  price,  and  maylDe ,  the  amount 
of  the  tax  should  only  "be  a  fraction  of  a  cent.  The 
alternative  would  he  to  reduce  the  size  of  the  package 
or  lower  the  quality.     The  accounting  problems  are  dif- 
ficult when  calculating  the  tax  of  articles  that  retail 
from  five  cents  to  one  dollar. 

The  consumers  feel  the  ultimate  effects  in 
higher  prices  paid  for  the  articles  subject  to  excise 
taxes.     The  higher  prices  may  induce  them  to  buy  fewer 
units  of  taxed  articles.     They  may  also  turn  to  sub- 
stitutes or  may  purchase  less  expensive  units,  if  any 
are  available.     Excise  taxes  laid  upon  articles  like 
cosmetics,  radio,  matches,  etc.,  are  more  burdensome 
for  the  poor  than  the  rich  as  they  are  regressive  in 
their  effects.     However,  when  the  amount  or  rate  of 
the  tax  is  not  mentioned  at  the  time  of  small  pur- 
chases, the  consumer  is  unaware  or  does  not  com- 
plain that  he  is  paying  a  tax  on  the  articles. 

ADVAIITAGES  OF  EXCISE  TAXES 

There  are  several  advantages  in  adopting 
excise  taxes  rather  than  some  form  of  a  general  sales 
tax.     Excise  taxes  are  productive  and  yield  large  rev- 
enues.    We  have  had  excise  taxes  since  the  Civil  !far 
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and  since  that  time  they  have  "been  the  source  of  a 
large  part  of  our  federal  revenues.    Excise  taxes  were 
also  levied  during  the  World  War.     These  types  of  sales 
taxes  may  produce  the  necessary  revenue,  thereby  elim- 
inating the  necessity  of  a  general  sales  tax,  and  a 
change  in  the  fiscal ^policy.     The  administration  of 
excise  sales  taxes  should  "be  easier  than  a  general 
or  manufacturers'  sales  tax  as  fewer  lines  of  commod- 
ities are  taxed.     The  taxes  will  not  "be  pyramiided  a- 
long  from  producer  to  consumer  as  they  are  imposed 
only  on  manufacturers'  and  importers'  sales. (14) 

DISADVAETAaES  OF  EXCISE  TAXES 

"iVhile  excise  taxes  have  advantages,  they 
also  have  disadvantages.     The  industries  selected  for 
taxation  were  hurriedly  chosen  as  the  Eouse  was  weary 
of  debating  the  revenue  bill.     Protective  tariffs  were 
levied  on  certain  imports  thereby  mixing  the  policy  of 
tariff  with  revenue.     Many  articles  have  been  selected, 
the  taxation  of  which  is  difficult  to  enforce,  annoying, 
and  relatively  unproductive.     There  are  difficulties 
in  tax  collections  and  opportunity  for  evasion  because 
of  the  large  number  of  taxpayers.     Excise  taxes  are  un- 
fair as  they  favor  some  industries  and  discriminate 
against  the  industries  that  are  taxed. (15) 
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IDMirriSTRATIOTT  OF  EXCISE  TAXES 


The  manufaoturers'  excise  and  special  taxes 
are  imposed  upon  the  sales  "by  manufacturers  and  upon 
importations  of  taxa'ble  articles.     A  lease  is  consider- 
ed a  sale.     If  manufacturers  or  importers  sell  at  "both 
wholesale  and  retail,  the  tax  on  articles  sold  at  re- 
tail shall  te  computed  on  their  wholesale  prices.  The 
taxes  are  paid  "by  the  purchaser  to  the  seller  at  the 
time  of  sale,  who  is  required  to  make  a  monthly  return. 
The  Commissioner  of  Internal  Revenue  with  the  approval 
of  the  Secretary  of  the  Treasury,  makes  the  necessary 
rules  and  regulations  of  tax  payments. (16) 
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CHAPTE3  VI 


SALES  TAXES  lU  STATES 

Several  states  have  adopted  sales  taxation 
and  many  others  are  advocating  a  sales  tax  in  its  var- 
ied forms  as  a  source  of  revenue.     State  reven^ies  have 
considerably  diminished  "because  of  the  unusual  expend- 
itures during  the  economic  depression.     The  general 
property  tax  has  been  found  to  "be  inadequate  to  meet 
the  heavy  demands  for  expenditures,  and  inheritance 
and  income  taxes  are  very  uncertain  and  not  dependable 
during  a  period  of  depression.     Sales  taxation  has  been 
given  much  consideration  and  discussion  because  of  the 
state  excise  taxes,  the  adoption  of  the  gasoline  tax 
by  all  the  states,  and  the  productivity  of  a  sales  tax 
to  yield  a  stable  revenue. 

CONICBCTICUT  TAl  OIT  UirilTCOHP ORATED  BUSIIIESS 

Connecticut  in  1921  levied  a  privilege  tax 
on  unincorporated  manufacturing  and  mercantile  concerns. 
The  rates  of  the  tax  are  0»1%  for  manufacturing  and 
retail  and  0,02^  for  wholesale  establishments.  The 
base  of  the  tax  is  the  entire  gross  income  of  the  tax- 
able concerns.    A  provision  in  the  law  states  that  in 
case  of  a  loss  during  the  year  a  concern  pays  only  the 
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minimum  of  five  dollars. 

Taxpayers  are  required  to  make  anmal  returns 
to  the  Tax  commissioner.     The  yield  of  the  tax  averages 
§550,000.  annually  and  the  cost  of  administration 
$25,000.  or  about  4fo  of  the  receipts.  ( 17) 

DELAWARE  G203S  jaBCBIPTS  TAX 

The  present  Delaware  gross  receipts  tax 
was  adopted  in  1906,  "but  it  is  a  revision  of  a  tax 
that  Delaware  has  had  for  many  years.     The  tax  is  lev- 
ied on  the  total  gross  receipts  of  manufacturing  and 
mercantile  concerns  at  the  rate  of  0.02^,     These  taxes 
are  collected  by  the  Clerk  of  the  Peace  in  the  counties. 
The  revenue  averages  •^130,000.  yearly.  (18) 

GEORGIA  PHIVILEGE  TAX 

In  1929  Georgia  enacted  a  gross  receipts 
privilege  tax  to  remove  a  state  budget  deficit  of 
§4,000,000.     It  is  a  tax  upon  the  privilege  of  en- 
gaging in  certain  occupations,  and  a  tax  on  certain 
businesses,  commercial  transactions,  and  enterprises. 
The  tax  is  laid  upon  the  gross  receipts  of  all  persons 
engaged  in  business  in  Georgia  whose  annual  gross  re- 
ceipts exceed  $30,000.  unless  exempt  by  law  and  is 
superimposed  upon  existing  taxes.     The  rates  at  which 
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l3U3iiie33e3  are  taxed  range  from  0,05%  to  O.OSjS,  ac- 
cording to  the  ola33ification  as  indicated:  manufact- 
urers 0.057^,  wholesalers  0.1%,  retailers  0.2^,  utilities 
0.3^,  amusements  0»3ff>,  and  all  others  O.Sffo.     The  yield 
of  the  gross  receipts  tax  has  "been  Jl, 200, 000.  annually. 
This  tax  which  became  effective  October  1,  1929,  was  a 
temporary  measure  since  by  its  provisions  it  was  made  to 
expire  December  31,  1931.     It  was  not  re-enacted  by  the 
legislature  and  is  therefore  not  a  law  at  the  present 
time. (19) 

KETOJCKY  HBTAII  SALES  TAX 

The  Kentucky  retail  sales  tax,  which  became 
effective  on  March  17,  1930,  was  adopted  both  as  a  rev- 
enue measure  and  a  device  for  regulating  chain  store 
and  large  scale  merchandising.     The  rates  of  the  tax 
progress  from  0,05;^  on  the  gross  sales  of  retailers 
under  $400,000.  up  to  1.^  on  gross  sales  over  $1,000,000 
annually.     The  Kentucky  tax  applies  to  retail  sales  only 
and  is  obviously  directed  against  chain  stores  and  large 
retailers.     The  estimated  revenues  of  the  tax  range  from 
$500,000.   to  $10,000,000.  annually.     The  legal  status 
of  the  tax  is  uncertain  and  is  awaiting  court  interpre- 
tation, although  the  tax  has  been  upheld  by  the  Kentucky 
Court  of  Appeals. (20) 
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lOUISIAUA  GRADED  LIC3N3E  TAX 


In  1921  louiaana  levied,  a  general  annual  li- 
cense tax  on  various  Tmsiness  and  professional  enter- 
prises.    The  tax  is  graded  according  to  annual  gross 
receipts.     To  illustrate  this  method  of  taxation,  the 
tax  on  wholesalers  increases  from  a  minimum  of  $25.00 
for  dealers  with  gross  sales  under  $50,000.  up  to  a 
maximum  of  $6,000.  for  dealers  with  sales  of  $10,000,000. 
or  more.     The  retailers  pay  a  tax  from  $5.00  to  $6,000. , 
and  the  railway  and  puhlic  utilities  taxes  range  from 
$25.00  to  $7,500.,  according  to  their  classification. 
The  Louisiana  graded  license  tax  which  is  really  a 
combination  of  flat  sum  licenses  and  gross  sales  tax- 
es, is  collected  by  the  sherif f s. ( 21) 

laSSISSIPPI  GH033  IITCOKE  AUD  GROSS  3BC3IPTS  TAI33 

Mississippi  adopted  a  gross  income  tax  which 
became  effective  Junel,  1930.     The  tax  is  laid  upon  the 
gross  income  of  business  enterprises,  which  are  divid- 
ed into  eight  classes,  the  rate  being  from  O.l^o  to  l.;t. 
Exemptions  of  sales  up  to  $5,000.  are  allowed.  The 
base  of  the  tax  is  the  gross  proceeds  of  manufacturing 
and  the  extractive  industries,  and  the  gross  income  of 
merchandising  and  other  enterprises.     This  law  discrim- 
inates against  chain  stores  because  if  any  person  oper- 
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ates  more  than  five  retail  stores,  the  tax  rate  on  the 
gross  income  is  doulDledl.     There  are  numerous  exemptions 
allowed.     Heturns  are  made  quarterly  to  the  State  Tax 
Commissioner  who  has  charge  of  the  administration  of 
the  tax.     Because  of  inadequate  administration  per- 
sonnel and  legal  difficulties,  tax  receipts  have  laeen 
small,  amounting  to  $'11,035  for  four  months  ending 
Sept.  30,  1930. (82) 

The  Mississippi  Gross  Receipts  tax  is  an 
addition  to  a  revision  of  the  gross  income  tax  in  order 
to  provide  additional  revenue.     It  is  a  temporary  meas- 
ure effective  May  1,  1932  and  will  expire  June  30,  1924. 
The  new  tax  is  based  on  gross  sales.    The  rates  upon 
sales  of  general  goods  at  retail  is  2.^,  sales  of  real 
or  personal  tangible  property  2^,  and  stocks  and  'oonds 
are  exempt.     Public  utilities  are  taxed  2(fo  with  the 
exception  of  gas  and  electricity  used  for  industrial 
purposes  which  is  ifo.     Manufacturers  pay  a  tax  of  ifa 
upon  all  sales  except  producers  of  natural  gas  who  pay 
Z,5ffo.     All  professions  and  trades  are  taxed  2fo  on  the 
gross  income  above  $1200.  annually.     Articles  classed 
under  excise  taxes  are  exempt  from  the  general  sales 
tax  because  they  are  subject  to  higher  special  taxes. 
ITo  credit  is  allowed  for  the  amount  of  privilege  tax- 
es paid,  as  authorized  by  the  law  of  1930.  Heturns 
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are  made  quarterly.     The  administration  of  the  tax  ia 
under  the  supervision  of  the  State  Tax  Commissioner. 
From  May  1st  when  the  law  "became  effective  until  July 
26th,  the  collections  were  $318,776.  and  the  cost  of 
collection  was  4^  of  the  total  amount  collected. { SS) 

For  the  eight  months  period  from  May  1, 
1932  to  December  31,  1932,  the  Mississippi  gross  sales 
tax  yielded  |1, 398, 621.     The  revenue  from  this  tax  was 
equivalent  to  45^  of  the  total  state  revenue  excepting 
the  property  taxes.     The  cost  of  administration  for 
the  first  six  m.onths  of  operation  was  3.^}o  of  the  total 
tax  collections. ( 24) 

MIS3CUHI  LOCAL  TUHHOVER  TAXES 

Missouri  in  1909  passed  an  act  that  permitted 
its  municipalities  to  levy  turnover  taxes.     St.  Louis 
and  Kansas  City  have  taken  advantage  of  the  law  and 
have  levied  a  tax  of  0,1^  on  the  turnover  of  manufac- 
turers and  merchants.     The  tax  on  manufacturers  is 
measured  hy  their  total  output  and  that  on  merchants 
is  measured  "by  their  domestic  sales.  (25) 

UOETH  CAHOLIIA  GEADED  LICEUSE  TAX 

North  Carolina  in  1931  adopted  a  semi-annual 
license  tax  on  wholesalers  and  retailers.     The  tax  is 
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graded  according  to  gross  sales  and  is  "based  on  the 
total  sales  of  each  merchant  rather  than  on  the 
sales  of  each  unit  separately.     The  tax  on  retailers 
increases  from  $5.00  where  semi-annual  gross  sales 
are  up  to  |15,000. ,  to  $500.  where  sales  are  in  excess 
of  $500,000.     The  tax  on  wholesalers  is  also  graded 
according  to  the  amount  of  semi-annual  gross  sales. 
The  farming  class  is  favored  "by  certain  exemptions 
in  north  Carolina  and  Louisiana.     In  "both  states  the 
privilege  of  conducting  "business  within  the  state  is 
contingent  upon  the  payment  of  the  license  tax.  The 
estimate  of  the  annual  yield  of  the  North  Carolina  tax 
is  §685,000.     The  administration  of  the  tax  is  under 
the  supervision  of  the  Department  of  fievenue.(£6) 

PEmSYXVATriA  MERCANTILE  LICENSE  TAX 

Pennsylvania  was  the  first  state  to  levy  a 
sales  tax  upon  wholesale  and  retail  transactions, 
originating  in  a  law  of  1821.     The  mercantile  license 
tax  is  "based  on  the  gross  receipts  of  retailers  and 
wholesalers  with  rates  of  O.l/o  for  retailers  and  0.05^ 
for  wholesalers.     Annual  license  taxes  are  also  collect- 
ed, retailers  paying  $2.00,  and  wholesalers  $3.00. 
The  State  Department  of  Revenue  collects  and  supervises 
the  administration  of  the  tax.     The  yield  of  this  tax 
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in  the  fiscal  year  1926-1927  amounted  to  §3,800,000. 
In  1928  the  state  collected  $4,269,000.  from  the  tax 
of  which  $3,280,000.  came  from  retailers.     The  total 
amount  collected  represented  3.5;^  of  all  state  revenues. 
The  cost  of  collection  ranges  from  8^  to  11^.  This 
tax  is  frequently  criticized  and  has  "been  the  issue  of 
many  court  disputes. ( 27) 

An  additional  sales  tax  law,  enacted  by  the 
Pennsylvania  Legislature  in  August  1932,  levies  a  tax 
of  Ip  of  each  dollar  of  gross  income  derived  from  sales 
of  tangible  property  by  vendors  to  consumers.     All  pro- 
ceeds are  to  be  applied  to  the  emergency  relief  and 
the  Act  prescribes  that  the  tax  shall  terminate  on  Feb- 
ruary 28,  1933. ( 28) 

TEimSSEE  PRIVILEGE  TAK 

A  new  privilege  tax  law,  enacted  by  a  special 
session  of  the  legislature  was  adopted  January  1,  1952. 
The  act,  known  as  the  General  Revenue  Bill,  broadens 
the  scope  of  vocations,  occupations,  and  businesses 
which  are  taxable  as  privileges  and  increases  the  tax 
rate  on  many  occupations  which  were  previously  taxable. 

Tennessee's  license  and  privilege  tax  is  very 
unusual.     It  is  divided  into  two  classes;  taxes  for 
state  purposes  only,  and  taxes  for  state,  county,  and 
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Qity  purposes.     The  state  tax  is  levied  on  nearly  every 
kind  of  vocation, occupation  and  "business  maintained  in 
Tennessee.     Several  special  businesses  are  taxed  "by 
the  state  only.     Each  county  and  city  is  empowered  to 
levy  privilege  taxes  on  vocations,  occupations,  and 
"businesses  declared  to  be  privileges,  in  the  same  man- 
ner Imt  not  to  exceed  the  amount  levied  by  the  state.  (29) 

The  new  law  lists  one  hundred  and  eight  occu- 
pations which  are  declared  to  be  state  privileges,  sub- 
ject to  tax  at  various  rates  per  annum.     The  license 
for  the  privilege  of  conducting  business  is  issued  by, 
and  the  taxes  are  payable  to,  the  County  Clerk 
where  the  occupation  is  pursued.     The  yield  and  the 
productivity  of  the  Tennessee  tax  is  unknown  as  there 
are  no  statistics  available. ( 30) 

WEST  VIRGmA  GROSS  SALES  TAX(31) 

West  Virginia  was  the  first  state  to  adopt 
a  thoroughgoing  sales  tax,  when  it  put  such  a  measure 
into  effect  July  1,  1921.     Its  adoption  arose  out  of 
the  need  for  more  revenue  to  meet  the  increased  cost 
of  government,  a  condition  that  exists  in  many  of  our 
states.     At  first  the  opinion  was  that,  since  addition- 
al revenue  was  needed,  the  coal  mining,  oil,  and  nat- 
ural gas  industries  should  pay  a  larger  share  of  the 
total  and  a  bill  was  initiated  to  tax  those  industries. 
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When  the  hill  emerged,  however,  it  had  grown  considerably 
and  provided  for  a  gross  sales  tax  on  all  sales,  com- 
mercial  and  industrial.     Products  of  mining,  oil,  gas, 
and  other  minerals  pay  rates  that  vary  from  0.42^  for 
coal  to  1,85;^  for  natural  gas.     l£anufacturers  pay  a 
rate  of  0,Zlfo  regardless  of  whether  the  goods  are  de- 
livered within  or  outside  of  the  states,  and  other 
"business  pay  rates  according  to  their  classification. 
Returns  are  made  quarterly  through  sworn  statements. 

The  Gross  Sales  Tax  in  1921-19EE  provided 
}1 ,462,000.  in  revenue,  and  the  following  year 
$2,708,000.     In  1925  the  rates  increased  to  those 
mentioned  above,  and  in  1927-1926,  the  revenue  was 
$2,800,000.     The  total  amounts  collected  by  this  stat* 
under  the  gross  sales  tax  since  1921  and  including 
June  1920,  aggregated  about  $28, 000, 000.     The  annual 
yield  since  1925  was  between  three  and  a  half  and 
four  million  dollars.     This  tax  furnishes  about  one- 
sixth  of  the  entire  revenues  of  7est  Virginia.  The 
different  types  of  businesses  and  enterprise  contribute 
the  following  percentages  of  the  total  revenue; 
Coal  20.7?^;  oil  and  gas  11.7j&;  manufacturing  22. 64^; 
retail  sales  16.52-;^;  baris  and  public  utilities  7.87^; 
other  business  6.59>. 

In  West  Virginia  the  sales  tax  might  be  cor- 


sidered  as  an  ocoupational  or  privilege  tax  "baaed  on 
gross  receipts.     It  is  in  reality  a  selective  gross 
sales  tax  at  different  rates,  which  is  considered  the 
least  objectionable  of  all  gross  sales  taxes.  An 
exemption  of  |10,000.  is  allowed  and  professions 
and  non-profit  sales  are  excluded  from  the  tax.  The 
collection  costs  of  this  tax  have  steadily  decreased, 
amounting  to  1.18^  in  1930.     The  West  Virginia  sales 
tax  was  declared  constitutional  by  the  Supreme  Court 
in  a  test  case. 

TEIIDEIICIES  TOWABD  SALES  TAX  LEGISLATIOIT 

Since  the  beginning  of  1929,  the  legisla- 
tures of  twenty-one  states  have  appointed  tax  commis- 
sions to  study  new  sources  of  state  revenue.    A  sum- 
mary of  the  proposals  made  in  the  reports  of  the  tax 
comrrdssions  showed  that  the  general  sales  tax  was  ad- 
vocated in  one  report,  the  retail  sales  tax  was  rec- 
ommended in  one  report  and  suggested  as  an  experiment 
in  two  reports,  and  some  form  of  excise  sales  taxes 
was  favored  in  seven  reports.     Seven  reports  condemn- 
ed the  general  sales  tax,  and  two  the  retail  sales 
tax.     The  other  reports  made  no  mention  or  were  non- 
committal in  regards  to  sales  taxes.     Since  these  re- 
ports were  submitted  to  the  various  legislatures, 

some  of  these  states  have  levied  sales  taxes  and  other 
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are  conalderlng  the  adoption  of  a  sales  tax. (32) 

Sales  tax  "bllla  are  pending  In  Arizona,  Cal- 
ifornia, Colorado,  Georgia,  Idaho,  Illlnola,  Massachusetts, 
lllchlgan,  Nebraska,  Ohio,  Oklahoma,  Oregon,  and  Wiscon- 
sin.    There  Is  a  till  In  the  Pennsylvania  legislature 
that  would  repeal  the  sales  tax  now  In  effect.  Chain 
stores  taxes  are  proposed  In  bills  Introduced  In  leg- 
islatures of  twelve  states;  Colorado,  Georgia,  Illi- 
nois, Iowa,  Kansas,  ILalne ,  ICassachusetts ,  Michigan, 
Montana,  Nebraska,  ITew  York,  and  Oklahoma.     In  some 
states  where  chain  store  taxes  are  In  effect  there 
are  bills  In  the  legislatures  to  increase  the  rates. 

The  general  sales  tax  will  find  favor  with 
the  governors  of  Arizona,  Colorado,  Connecticut,  In- 
diana, llassachusetts ,  Michigan,  Oregon,  South  Carolina, 
South  Dakota,  Texas,  and  *yashington,  but  not  with 
those  of  Montana,  Uevada,  and  IJew  Mexico.  Excise 
taxes  limited  to  beverages,  tobacco,  and  other  lux- 
uries are  approved  in  Illinois,  Indiana,  Maryland, 
Massachusetts,  Montana,  Nevada,  Ohio,  Oklahoma, 
Utah,  and  West  Virginia.     In  anticipation  of  Con- 
gressional action  on  Prohibition  aaany  states  are 
urging  the  taxation  of  liquor. (34) 

SUlllARY  0?  SALES  TAXES  I J  STATES 

Most  states  have  adopted  soi&e  form  of  sales 
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taxation.     The  excise  tax  on  gasoline  is  universal, 
the  rates  in  each  state  varying.     The  federal  govern- 
ment receives  a  revenue  of  one  cent  per  gallon  for 
every  gallon  sold  in  the  United  States.     Sixteen  states 
have  levied  consumption  or  excise  taxes  upon  the  sales 
of  certain  articles  classed  as  non-essentials:  Ala- 
"bama,  Arkansas,  Connecticut,  Georgia,  Iowa,  Kansas, 
Massachusetts,  Michigan,  Mississippi,  Horth  Dakota, 
Ohio,  South  Carolina,  South  Dakota,  Tennessee,  Texas, 
and  Utah. (35)     Fourteen  states  have  adopted  excise 
taxes  upon  the  sales  of  tobacco  and  tobacco  products: 
Alabama,  Arkansas,  Georgia,  Iowa,  Kansas,  Kentucky, 
Mississippi,  I^orth  Dakota,  Ohio,  South  Carolina, 
South  Dakota,  Tennessee,  Texas,  and  Utah. (36)  In 
thirty-nine  states,  a  tax  is  levied  on  the  gross  re- 
ceipts or  earnings  of  certain  types  of  public  util- 
ities. (37) 

Chain  store  taxes  have  been  enacted  by  sev- 
eral states  to  discriminate  against  the  large  retail- 
ers and  distributors  and  to  protect  the  individual 
or  small  retailers.     Fourteen  states  have  chain  store 
taxation:     Alabama,  Arizona,  Delaware,  Florida,  Louis- 
iana, Mississippi,  Korth  Carolina,  South  Carolina, 
Tennessee,  Virginia,  and  Msconsin.  (38)  Sixteen 
states  have  adopted  severance  taxes:    Alabama,  Arkan- 
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aas,  California,  Colorado,  Idaho,  Kentucky,  Louisi- 
ana, Michigan,  Llinneaota,  Lontana,  Nevada,  Hew  Lexico, 
Oklahoma,  Oregon,  Virginia,  and  Wisconsin. (39)  The 
"base  of  a  severance  tax  is  the  gross  market  value  of 
the  material  extracted  or  severed  from  the  soil  or 
water.     Stock  transfer  taxes  have  "been  enacted  "by  Flor- 
ida, Massachusetts,  New  York,  Pennsylvania,  and  South 
Carolina. (40)     A  stock  transfer  tax  is  levied  upon  the 
sales  or  transfers  of  stocks  and  bonds,  the  rate  being 
based  on  par  value. 

State  sales  taxes  have  accomplished  their 
main  purpose  of  existence  which  is  to  secure  addition- 
al revenues.     Connecticut,  Delaware,  and  Missouri  have 
not  derived  large  revenues  from  their  sales  taxes. 
The  lightness  of  the  tax  rate  has  preserved  the  tax 
in  these  states  as  the  people  do  not  object  to  the 
low  rates.     Georgia's  sales  tax  was  repealed  in  1931 
as  it  was  only  a  temporary  measure.     This  tax  has  been 
criticized  because  of  its  administration  difficulties 
and  favoritism  in  exemptions.     The  yield  of  the  grad- 
ed license  tax  of  Louisiana  and  ITorth  Carolina  has  been 
relatively  small  because  of  its  low  tax  rates  and  num- 
erous exemptions.     Kentucky's  retail  sales  tax  and 
Pennsylvania's  mercantile  license  tax  have  been  the 
sources  of  large  revenues.     These  taxes  are  severely 
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criticized  and  have  iDeen  the  issue  of  many  court  dis- 
putes.    The  legal  status  of  the  Kentucky  tax  is  still 
uncertain,  although  it  has  laeen  upheld  ty  the  Kentucky 
Court  of  Appeals.     Tennessee  has  an  unusual  sales  tax. 
It  is  a  privilege  tax  that  is  divided  into  two  classes 
a  tax  for  state  purposes  only,  and  a  tax  for  state, 
county,  and  city  purposes.     The  total  yield  of  this 
tax  is  not  known.     West  Virginia's  gross  sales  tax  has 
"been  very  productive,  yielding  twenty-eight  millions 
of  dollars  since  its  adoption  in  1921.     There  has  "been 
mch  opposition  to  this  tax  "by  the  merchants  and  man- 
ufacturers "because  the  taxes  are  excessive  and  unfair, 
and  the  rate  of  classification  is  unequal  to  certain 
classes  of  industries  and  consumers. 

Although  the  Mississippi  gross  receipts  tax 
was  the  latest  sales  tax  to  iDe  adopted,  it  has  "been 
very  productive.     The  revenue  of  this  tax  has  exceed- 
ed all  expectations,  has  restored  the  credit  of  the 
state,  and  promises  to  relieve  the  property  owners  of 
at  least  half  of  their  taxes.     Bankers,  interested  in 
the  state's  tangled  finances,  are  very  much  impressed 
"by  the  returns  of  the  tax.     The  "bankers  are  consider- 
ing purchasing  $15,000,000.  of  state  "bonds,  authoriz- 
ed to  retire  its  floating  deficit.     In  the  past  "bids 
could  not  "be  o"btained. 
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CHAPTER  VII 

SALES  TAX  ADMIiriSTHATIOir  PHOBLEliS 

There  are  certain  problems  of  adir.ini3tration 
which  accompany  the  collections  of  a  sales  tax. (41) 
The  first  year  of  sales  taxation  in  any  country  is  a 
period  of  trial  and  error.     The  pro"blems  in  each  coun- 
try vary  according  to  the  economic,  political,  and 
social  conditions.     Since  the  World  i^ar,  it  has  "been 
demonstrated  that  while  the  administration  of  a  sales 
tax  involves  numerous  and  serious  problems,  it  may  "be 
successfully  collected  when  it  is  properly  limited  and 
uniform  in  application. 

DEFIinirS  TAXABLE  TRAHSACTIOUS 

The  defining  of  taxable  articles  is  one  of 
the  most  important  problems  that  confront  legislators 
when  enacting  sales  taxation.     The  scope  of  the  tax 
depends  on  the  amount  of  revenue  needed,  the  desir- 
ability of  exempting  certain  classes  of  business  and 
the  sales  of  certain  goods  and  services,  and  also  the 
economic  conditions  of  a  country,     ^en  large  revenues 
are  required  the  base  of  the  tax  will  be  broader  than 
when  finances  are  stable.     Legislators  find  it  diffi- 
cult to  express  themselves  in  concise  and  practical 

terminology.     The  law  should  state  what  business 
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activities,  what  persons'  transactions,  and  trans-  . 
actions  in  what  things  shall  be  taxable.     The  language 
of  the  law  should  be  so  constructed  that  the  taxpayers 
can  interpret  it  clearly. 

TAXATION  OF  SALES  OF  SERVICE 

The  tax  on  sales  of  service  is  levied  by  some 
countries  and  rejected  by  others.     Those  selling  ser- 
vice may  be  reached  by  special  taxation  if  business 
is  classified  as  in  West  Virginia,  Georgia,  and  Liss- 
issippi.     The  sales  of  personal  services  are  usually 
exempt  when  they  are  in  the  form  of  wages  and  salaries. 
The  small  trades  and  professions  are  also  exempt  be- 
cause of  the  great  cost  of  collecting  a  tax  from  con- 
cerns whose  records  are  more  or  less  inaccurate  or  in- 
complete. 

The  advantages  to  the  government  are  the  large 
revenues  and  avoidance  of  favoritism  by  bringing  all 
classes  under  the  application  of  the  tax.     The  chief 
disadvantages  to  the  government  is  the  complicated 
procedure  of  collecting  the  tax.     It  is  sometimes 
argued  that  because  the  fees  and  rates  of  sales  of 
services  are  not  determ^ined  in  the  com^petitive  market, 
the  professions  and  service  businesses  should  not  be 
taxed  because  they  cannot  shift  the  tax  on  their  gross 
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receipts.    However,  it  seems  only  fair  that  their  clients 
should  be  taxed  like  other  consumers,  and  that  those 
selling  service  should  "be  taxed  like  persons  selling 
commodities. 

SALES  TAX  EXEMPT  I  OirS 

The  list  of  exemptions  depends  on  the  revenue 
requirements  of  each  country  and  its  particular  econoDv 
ic,  political,  and  social  conditions.     Exemptions  are 
granted  to  certain  transactions,  persons,  and  commodi- 
ties for  various  reasons.     Prime  foods  are  usually  ex- 
empt to  reduce  the  living  costs  of  the  masses  and  to 
protect  their  consumption.     Exemptions  may  "be  drafted 
to  favor  industry.     Exemptions  are  allowed  to  transactions, 
persons,  and  commodities  where  they  are  already  su"bj'ect 
to  existing  taxes  and  therefore  eliminate  double  taxa- 
tion.    All  commodities  subject  to  excise  taxes  are  usu- 
ally exempted  from  the  application  of  a  general  sales  tax. 

The  professions  are  usually  exempted  because 
of  administrative  and  political  reasons.     It  is  argued 
that  the  collection  and  administration  of  the  tax  would 
be  difficult.     However,  the  tax  could  be  collected  by 
having  a  flat  exemption  of  sales  under  a  fixed  amount. 
The  agricultural  enterprise  is  usually  exempt  from  a 
sales  tax  as  it  would  be  difficult  to  control  tax  ool- 
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lections  from  imnierous  farmers  whose  records  are  in- 
complete.    The  political  power  of  the  farmers  may  be 
the  reason  for  their  exemption.     Small  "businesses  and 
establishments  may  be  exempted  because  of  administra- 
tive reasons.     Many  countries  and  som;e  states  exempt 
sales  under  a  certain  amount.     They  claim  that  the 
costs  of  collecting  small  taxes  from  many  and  scatter- 
ed sources  may  be  prohibitive  and  that  these  exemptions 
may  be  justified. 

Political  influences  appear  to  govern  the  ex- 
emptions.    They  are  not  usually  based  on  sound  econom- 
ic reasoning  and  there  is  a  temptation  to  evade  the  tax 
because  of  the  favoritism:  shown  to  certain  commodities, 
industries,  and  persons. 

LUXURY  TUR^rOVER  TAX 

The  luxury  tax  is  justified  on  social  ground 
as  a  means  of  heavier  taxation  for  the  consumption  of 
the  rich,  and  on  political  grounds  because  it  seems  to 
exempt  the  consumption  of  the  masses.     The  administra- 
tion of  the  luxury  tax  has  not  been  satisfactory  be- 
cause of  the  difficulty  of  separating  transactions  for 
tax  rate  purposes.     Superior  quality  is  not  a  test  of 
luxury  as  the  purchasing  of  certain  superior  articles 
may  mean  real  economy  and  not  extravagance.  Luxuries 
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are  sometimes  consumed  iDy  the  masses  and  a  luxury  tax 
will  not  "be  paid  exclusively  "by  the  rich. 

The  yield  of  luxury  turnover  taxes  in  France 
and  Germany  has  laeen  rather  insignificant  and  the  admin- 
istrative prolDlems  numerous.     The  demand  for  luxury 
articles  is  elastic  "because  of  the  available  sulastitutes 
and  therefore,  will  not  produce  important  revenues. 
Host  legislators  do  not  favor  a  luxury  turnover  tax 
"but  agree  that  sales  taxation  on  the  non-essentials 
like  cosmetics  and  to"bacco,  articles  of  universal  con- 
sumption, will  produce  large  revenues. 

CIASSIFICATIOK  OF  IBDUSTHIES 

The  classification  of  industries  for  tax  rate 
purposes  is  usually  influenced  "by  the  political  power  of 
the  various  industries  affected.     ;7e3t  Virginia,  Georgia, 
and  Mississippi  have  classified  their  industries,  the 
tax  rate  varying  according  to  the  class  of  industry. 
From  the  standpoint  of  distrihution  of  tax  "burdens, 
it  is  an  improvement  over  a  uniform  sales  tax.  This 
method  involves  many  pro"blems  however,  and  is  unsatis- 
factory "because  of  the  favoritism  shown  to  certain  types 
of  industries.     Many  cases  have  arisen  calling  for  in- 
terpretation "by  the  courts. 
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pyeajlidiitg  of  sales  takes 


Pyramiding  is  one  of  the  main  o"bjectiona  to 
a  general  sales  tax.     When  the  tax  is  paid  on  each 
turnover  and  the  amount  added  to  the  cost,  the  tax  is 
said  to  "be  pyramided.     Some  "business  men  declare  that 
the  single-process  industry  is  "being  discriminated 
against  and  the  integrated  industry  favored.     The  sin- 
gle-process manufacturers  claim  that  if  they  added  the 
tax  to  the  price  of  their  product,  the  tax  would  "be- 
come cumulative,  resulting  in  a  higher  selling  price 
to  the  consumer  than  the  selling  price  of  the  inte- 
grated manufacturers.     Therefore  the  chain  stores  or 
large  distributors  could  "buy  directly  from  the  inte- 
grated manufacturers  at  a  lower  cost  and  have  decided 
advantages  over  the  independent  retailers  who  "buy  from 
job"bers  and  wholesalers.     The  single-process  industries 
would  "be  forced  to  compete  with  a  higher  price,  there- 
"by  losing  sales.     If  the  tax  is  not  shifted  they  would 
have  to  a"bsor"b  the  tax  in  their  profits  in  order  to 
compete  with  the  integrated  industries.     The  manufactur- 
ers' ,  retail,  and  single  commodity  sales  taxes  eliminate 
the  pro"blem  of  pyramiding. 

KAMER  OF  BIPOSITTG  SAISS  TAX 

There  are  numerous  miethods  "by  which  a  tax  may 
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be  imposed.     The  usual  method  of  collecting  a  general 
sales  tax  is  its  imposition  upon  "business  transactions 
in  general.    All  business  is  taxed  and  there  are  no  ex- 
emptions.    The  tax  is  productive  with  a  low  rate.  Since 
all  lines  of  business  are  taxed,  the  revenue  is  derived 
from  many  sources,  and  their  stability  assured.  This 
method  has  some  disadvantages.     The  cost  of  collecting 
the  tax  from  farmers,  small  concerns,  sales  of  service, 
and  professions  may  be  such  an  amount  that  it  would  be 
prohibitive  to  tax  these  classes.     When  the  tax  is  col- 
lected uniformly  from  all  business  enterprise,  it  re- 
sults in  unequal  burdens  on  buyers  and  sellers. 

The  tax  may  be  levied  upon  the  sales  of  man- 
ufacturers' goods  and  importation  of  commodities. 
Canada  has  adopted  this  type  of  tax.     This  method  has 
several  advantages.     It  eliminates  the  complications 
and  inequalities  of  the  uniform  general  sales  tax. 
Taxpayers  are  fewer  in  number  and  the  cost  of  collec- 
tion is  small.     Integration  is  not  encouraged.  The 
records  of  taxpayers  are  probably  kept  more  accurately 
and  the  taxes  are  easier  to  compute.     The  tax  rate  is 
higher  in  this  method,  than  that  of  a  uniform  gen- 
eral sales  tax,  to  produce  an  equal  revenue.  However 
the  tax  will  be  productive  if  m.anufacturing  is  dev- 
eloped.    Like  any  other  tax  it  has  its  disadvantages. 
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It  is  difficult  to  separate  goods  used  in  consuinption 
and  those  to  be  used  in  production;  sugar  "being  an  ex- 
ample. The  interest  charges  for  carrying  the  tax  un- 
til the  consumer  pays  for  it ,  are  greater.  This  type 
of  tax  discriminates  against  the  producer  or  manufac- 
turer as  the  "burden  of  the  tax  remains  with  them  until 
it  is  shifted. 

All  sales,  except  those  at  retail  may  "be 
taxed.     The  scope  of  this  tax  is  "broader  than  that 
of  the  manufacturers*  tax  and  the  tax  rate  may  "be 
lower  to  secure  an  equivalent  revenue.     By  eliminat- 
ing the  retailers,  the  cost  of  collection  is  greatly 
reduced.     This  method  of  taxation  is  criticized  as 
it  favors  the  retailers  and  encourages  business  in- 
tegration. 

The  tax  may  be  collected  only  at  the  point 
of  the  retail  sale.    Kentucky  and  France  have  retail 
sales  taxes.     A  retail  sales  tax  is  collected  near 
the  consumer  and  avoids  the  interest  charges  for 
carrying  the  tax  after  the  article  is  produced  until 
it  is  consumed.     As  the  tax  is  collected  only  once, 
pyramiding  is  prevented  through  the  various  stages 
of  production  and  distribution.     Business  integration 
is  not  encouraged,  the  way  it  might  be,  by  a  tax  upon 
all  sales  of  commodities.    However,  when  the  tax  is 
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oollected  from  retailers,  the  num'ber  of  taxpayers  Is 
large  and  tax  control  may  "be  difficult  and  costly. 
When  retailers  sell  articles  sulaject  to  the  ordinary 
tax  and  the  luxury  tax,  these  transactions  must  "be 
kept  separate,  therelDy,  adding  to  the  costs  of  retail- 
ing and  administration. 

A  country  may  adopt  a  general  sales  tax 
that  combines  several  methods  of  taxation.  France 
has  a  general  turnover  tax,  retail  sales  tax,  lux- 
ury tax,  and  special  production  taxes.     This  type 
of  tax  involves  many  complications  of  tax  administra- 
tion and  is  severely  criticized  t»y  tax  experts.  The 
French  tax  tries  to  combine  all  the  advantages  of  the 
various  methods  of  sales  taxation,  and  to  eliminate 
the  disadvantages  of  each  method. 

ADMINISTRATIVE  ORGAUIZATIOIT 

After  the  scope  of  the  sales  tax  has  "been 
defined  and  the  rate  structure  determined,  it  becomes 
necessary  to  organize  the  administrative  machinery  for 
the  collection  and  control  of  the  tax.     A  high  degree 
of  administrative  control  is  desirable  because  of  the 
large  number  of  taxpayers,  the  misunderstanding  aris- 
ing in  the  interpretation  of  the  law,  and  a  tendency 
toward  tax  evasion  which  follows  the  imposition  of  ev- 
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try  tax. 

The  administration  may  "be  highly  centralized 
or  it  may  "be  localized  with  central  supervision.  The 
centralized  administration  allows  effective  tax  control 
from  a  central  office,  provides  a  personnel  of  tax  ex- 
perts, and  also  makes  for  uniform  tax  practices  through- 
out the  country,  or  state.     The  states  having  sales  tax- 
ation adopted  this  method.    Localized  administration 
will  assure  the  services  of  officials  familiar  with  lo- 
cal conditions. 

An  important  function  of  tax  administration  is 
furnishing  prescribed  forms  used  in  tax  returns  and  pam- 
phlets containing  the  rules  and  regulations.     The  adminis- 
tration must  inspect  the  accounts  of  taxpayers  at  frequent 
intervals  to  assure  the  proper  maintenance  of  accounts. 
Educating  and  securing  the  confidence  of  the  taxpayer 
is  another  function  of  the  administrative  organization. 
The  checking  of  the  tax  returns,  whether  they  are  month- 
ly, quarterly,  or  annually,  is  a  huge  task. 

Personal  declaration  of  the  taxpayer  is  the 
"basis  for  tax  computation.     It  is  impossible  to  check 
every  tax  return  completely,  and  a  certain  amount  of 
evasions  and  mistakes  is  inevitable.    The  records  of  the 
taxpayers  must  be  available  for  inspection  by  tax  officials. 
While  the  system  invites  abuse,  it  reduces  the  cost  of 
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administration  to  the  government.     Income  taxes  in. the 
United  States  are  collected  "by  this  method. 

The  periods  of  paymient  may  vary  according  to 
the  convenience  of  the  administration  and  taxpayer.  He- 
turns  may  "be  ffiOnthly,  quarterly,  or  yearly.     Monthly  re- 
turns are  favorable  for  large  taxpayers.     i:onthly  returns 
are  an  added  cost  to  the  taxpayer  and  the  government, 
"but  the  government  receives  a  continuous  revenue  monthly 
throughout  the  year.     Quarterly  returns  are  most  favor- 
able am-ong  nations  and  states.     They  are  convenient  for 
taxpayers  and  the  government  is  provided  with  a  steady 
revenue.     Quarterly  returns  are  less  expensive  for  the 
government  and  the  taxpayer.     Annual  tax  returns  are 
convenient  for  the  taxpayer,  but  inconvenient  for  the 
treasury  as  the  source  of  revenue  is  deferred. 

Some  countries  collect  their  taxes  by  means 
of  stamps.     The  taxes  are  paid  with  each  purchase,  by 
means  of  attached  stamps,  and  the  tax  payments  vary  with 
daily  business  conditions.     This  method  of  collection 
reduces  collection  costs  and  involves  little  supervision 
for  the  administration  of  the  government  and  causes  lit- 
tle inconvenience  to  the  taxpayer.     However,  this  method 
of  collecting  a  tax  has  disadvantages.     The  system  is 
too  complicated  where  records  and  invoices  of  all  sales 
are  required  as  in  Italy,    Evasion  is  easy  with  small 
and  unobserved  sellers  who  are  required  to  fix  stam.ps 


to  their  sales.  This  method  requires  a  large  personnel 
to  check  payment  so  there  is  little  gain  to  the  govern- 
ment. 

There  should  he  a  policy  of  prompt  and  fair 
settlement  hetween  the  taxpayer  and  the  government. 
Some  countries  have  administrative  and  tax  courts  to 
settle  disputes.     The  taxpayers  should  always  he  given 
fair  and  impartial  hearings  if  the  government  is  to  en- 
joy their  respect. 

COLLECTION  COSTS 

The  cost  of  collecting  a  sales  tax  varies  with 
the  economic  conditions,  the  type  of  tax  levied,  and  the 
sales  tax  administration  of  each  country  or  state.  It 
may  he  advisahle  to  exempt  certain  classes  of  people  and 
commodities  where  the  costs  of  collection  are  prohibitive. 
The  costs  of  collecting  sales  taxes  are  higher  when  the 
tax  is  first  levied.    By  trial  and  error  methods,  the 
costs  are  gradually  reduced.     There  are  not  any  records 
available  to  show  the  costs  of  collecting  sales  taxes 
in  foreign  countries.     The  costs  of  collecting  the  sales 
taxes  of  the  various  states  in  ratio  to  the  total  a- 
mounts  of  revenue  are:    Connecticut  4.0^,  Mississippi 
3.8^,  Pennsylvania  7.8^,  and  West  Virginia  I.IQF^,  The 
Cost  of  collecting  the  Canadian  sales  tax  is  b'/o  of  the 
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total  amount  of  revenue  collected.    The  cost  of  collect- 
ing a  general  sales  tax  is  frequently  underestimated  by 
the  advocates  of  the  tax. 

EVASIOir  PROBLEM 

There  is  always  a  tendency  to  escape  the  pay- 
laent  of  every  tax  that  a  nation  collects,  because  of  the 
complicated  terminology  of  the  law,  the  dishonesty  of 
the  taxpayer,  of  the  unpopularity  of  the  tax.     Sales  tax 
evasion  can  he  checked  by  requiring  all  sellers  to  have 
a  license,  as  in  Canada.    This  gives  a  check  of  whom 
should  be  taxed.     The  license  charge  is  laid  upon  all 
persons  engaged  in  business  so  that  the  administration 
can  control  tax  collections.     Publicity  may  be  given  to 
tax  payments.    Pennsylvania  posts  a  list  of  those  who 
pay  their  taxes  hoping  that  they  will  report  others  who 
fail  to  make  their  tax  returns.     A  system  of  fines  and 
terms  of  imprisonments  for  infractions  or  evasions  of 
the  law  could  be  adopted  to  punish  offenders  and  reduce 
to  a  minimum  those  who  might  attempt  to  evade  the  tax. 

ITTTERSTATE  SALES 

Each  state  may  set  up  its  own  sales  taxes  as 
it  has  done  with  its  other  taxes.     Since  American  com- 
merce is  largely  interstate,  merchants  engaged  in  inter- 
state trade  will  be  confronted  with  many  problems  because 
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of  their  lialDility  to  the  different  sales  taxes.     X  state 
sales  tax  is  open  to  oriticism  because  it  is  an  exclusive 
tax  and  it  is  unlikely  that  it  can  "be  shifted  in  higher 
prices  in  the  markets  where  foreign  and  domestic  sellers 
compete.     The  mail  order  houses  and  foreign  merchants, 
who  sell  in  the  state,  have  a  decided  advantage  as  they 
cannot  "be  reached  by  the  tax.     The  tax  also  forces  mar- 
ginal sellers  out  of  business  as  they  are  unable  to  pay 
the  tax  and  still  compete  with  foreign  sellers.  People 
who  live  near  state  borders  will  buy  their  commodities 
in  other  states.     If  all  states  adopted  the  same  types 
and  rates  of  sales  tax,  this  problem  would  be  eliminated. 
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CHAPTER  VIII 

ITTCIDEUCE  AUD  SHIFTING  OF  SALES  TAX 

A  sales  tax  is  an  added  "business  cost  which 
tends  to  "be  shifted  to  the  consumer  in  the  long  run. 
However,  the  "burden  of  the  tax  may  fall  on  the  producers, 
sellers,  or  consumers  of  commodities.     If  the  tax  falls 
on  the  producer  or  seller,  it  must  "be  deducted  from  pro- 
fits, "but  if  it  can  he  included  as  a  cost  of  operation, 
the  tax  is  shifted  to  the  consumer  in  higher  prices  "by 
price  manipulation.     The  shifting  of  a  tax  will  depend 
on  three  factors:    whether  the  industry  is  competitive 
or  monopolitic,  cost,  and  demand  conditions, (42) 

COMPETITION  OH  MOIOPOIY 

Some  economists  "believe  that  shifting  of  a 
sales  tax  under  monopolistic  conditions  is  less  likely 
than  under  competitive  conditions.     They  argue  that  the 
monopolist  is  a"ble  to  determine  the  price,  through  the 
control  of  the  supply  of  the  commodity  produced,  and 
therefore  cost  is  not  a  price  factor  as  in  the  case  of 
competitive  industry.     If  the  sales  tax  is  not  shifted 
under  competitive  conditions,  marginal  sellers  will  "be 
forced  out  of  "business,  supply  will  "be  restricted  in  the 
long  run,  and  the  tax  will  finally  be  added  to  prices 
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as  "business  cannot  continue  to  sell  "below  cost. 

If  a  monopoly  controls  the  supply  of  taxed 
articles  and.  services,  the  monopolist  aims  at  maximum 
net  profits  and  charges  the  highest  price  obtainable. 
When  a  tax  is  laid  upon  the  sales  of  a  monopoly,  the 
tax  may  be  absorbed  if  the  monopolist  thinks  that  add- 
ing the  tax  to  prices  will  cause  a  decreasing  demand  for 
the  commodities.     The  monopolist  will  add  the  tax  to  his 
prices,  if  his  profits  are  greater  after  he  adds  the  tax 
than  if  he  absorbs  it.     The  possibility  of  substitutes 
for  the  taxed  articles,  the  fear  of  potential  competition 
if  the  monopolist  raises  his  price,  and  government  in- 
terference will  affect  the  price  policy  of  the  monopol- 
ist.   Whether  the  industry  is  competitive  or  monopol- 
istic, the  tax  tends  to  be  shifted  because  it  adds  to 
the  coat  of  doing  business. 

COST  COHDITIOIS 

Business  enterprise  may  be  classified  with 
reference  to  production  costs,  into  one  of  three  groups; 
constant  cost  industry,  increasing  cost  industry,  and 
decreasing  cost  industry.     A  tax  upon  sales  of  a  con- 
stant cost  industry,  an  industry  where  production  costs 
are  the  same  regardless  of  the  quantity  of  the  units  pro- 
duced, tends  to  be  shifted  in  full.     Such  a  tax  is  an 
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added  iDusiness  cost  and  mat  "be  added  to  the  price.  De 
mand  may  fall  and  quantity  of  output  decline,  but  as  lo 
as  production  continues  at  constant  costs,  the  tax  must 
be  added  to  the  price  of  the  product,  because  business 
cannot  operate  indefinitely  at  a  loaa. 

An  increasing  cost  industry  is  one  where  the 
unit  production  costs  increase  as  production  increases, 
and  the  unit  production  costs  decrease  as  the  volume  of 
production  becomes  smaller.     The  extractive  industries 
are  a  sample  of  this  type  of  industry.    VThen  a  tax  is 
laid  upon  the  sales  on  an  increasing  cost  industry,  the 
demand  will  fall  as  the  tax  is  added  to  prices,  and  as 
demand  declines,  production  will  eventually  decline. 
When  there  is  a  smaller  output,  the  effect  of  a  tax  on 
sales  will  be  an  increase  in  the  price  of  the  product, 
because  production  costs  have  been  lowered  and  the  de- 
crease in  unit  cost  partly  cancels  the  increase  in 
price  due  to  the  tax. 

A  decreasing  cost  industry  is  one  where  the 
unit  production  costs  decrease  as  the  volume  of  output 
increases,  and  the  unit  costs  increase  where  the  volume 
of  production  decreases.     Eailroad  and  manufacturing, 
that  require  a  heavy  investment  of  capital  in  plant 
and  equipment,  are  examples  of  a  decreasing  cost  in- 
dustry.    If  the  tax  is  laid  on  the  sales  of  a  decreas- 
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Ing  cost  industry,  it  is  an  added  iDusiness  cost  and  there- 
fore, will  be  added  to  the  price  of  the  product.     As  the 
price  of  the  product  increases,  the  demand  for  the  pro- 
duct will  decrease,  and  the  decrease  in  demand  will  "be 
followed  "by  a  decrease  in  volume  of  production.     As  the 
volume  decreases,  the  unit  costs  of  production  increase. 
Therefore,  when  a  sales  tax  is  imposed  on  sales  of  a  de- 
creasing cost  industry,  it  will  result  in  an  increase 
in  the  price  of  a  product  ty  an  amount  greater  than  the 
tax. 

COKDITIOirS  OF  DEHAUD 

The  shifting  of  a  sales  tax  depends  largely 
on  the  elasticity  of  demand  for  the  goods  and  services. 
When  the  demand  for  commodities  is  inelastic,  the  tax 
may  "be  shifted  to  consumers.     If  the  demand  for  an 
article  or  service  is  highly  elastic,  a  small  advance 
in  price  is  followed  "by  a  sharp  decline  in  demand,  thus 
production  decreases,  and  there  is  a  smaller  volum.e  of 
sales. 

The  elasticity  of  demand  is  also  affected  "by 
the  number  of  available  substitutes.     The  demand  for 
necessities  is  considered  to  be  inelastic  as  there  are 
practically  no  substitutes,  while  the  demand  for  some 

luxuries  is  highly  elastic  as  many  substitutes  are 
available. 
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There  are  other  conditions  that  may  effect  the 
elasticity  of  demancL  for  goods  and  services.  Consump- 
tion habits  of  the  people  tend  to  "be  fixed  and  the  demand 
for  customary  articles  is  inelastic.     The  higher  the  liv- 
ing standards  of  people  are,  the  less  elastic  will  he 
the  demand  for  most  articles. 

DISTRIBUTION  OF  SALES  TAX  BUBDEU 

The  main  argument  used  against  a  general  sales 
tax  is  that  the  tax  is  not  "based  on  ability  to  pay  hut 
on  necessity  to  consume.     The  burden  of  the  tax  will  be 
greater  to  persons  with  small  incomes  and  large  families, 
than  it  will  be  to  persons  with  large  incomes  and  small 
families.     A  general  sales  tax,  when  shifted,  would  be 
chiefly  a  tax  on  the  necessities  of  life,  which  are 
clothing,  food,  fuel,  and  shelter  as  luxuries  constitute 
a  small  portion  of  all  production. 

However,  a  sales  tax  will  reach  many  persons 
who  otherwise  pay  little  or  no  taxes  and  a  tax  on  con- 
sumption is  an  important  factor  of  a  well-balanced  rev- 
enue system.     Some  individuals  believe  that  every  person 
should  contribute  towards  the  cost  of  government  re- 
gardless of  his  income,  because  he  enjoys  the  same 
freedom  and  protection  as  the  man  who  pays  taxes.  Ex- 
cise taxes  and  customs  duties  affecting  articles  of  gen- 
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eral  consumption  are  uaually  paaaed  on  to  rich  and  poor 
conaumers.     Taxes  of  rented  "buildinga  and  taxes  of  pub- 
lic service  utilities  are  considered  operating  costs 
and  siiifted  to  the  consumers.     In  the  final  analysis, 
the  "burden  of  the  sales  tax  is  generally  shifted  to  the 
consumer. 
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CKAPTEB  IX 


EFFECTS  OF  SALES  TALATIGIT 

The  sales  tax  affects  various  classes  in  dif- 
ferent ways.     Business  is  involved  in  the  collection 
of  a  sales  tax  as  sellers  are  the  imnediate  taxpayers 
responsible  to  the  government.     The  sales  tax  reacts 
upon  the  factors  of  competition  as  it  affects  different 
concerns  unequally,  discriminates  against  chain  stores, 
and  has  a  tendency  to  encourage  integration.     The  con- 
sumers are  interested  in  the  sales  tax  as  it  is  largely 
paid  from  their  incomes  and  the  government's  chief  in- 
terest is  concerned  with  the  amount  of  revenue  a  sales 
tax  will  produce. 

BUSIIIESS(42) 

Although  a  sales  tax  is  usually  shifted  to 
consumers,  "business  does  not  escape  its  effects,  which 
are  noticed  in  declining  sales,  possible  integration, 
changes  in  competitive  organization,  and  business  instab- 
ility.    The  sales  tax  does  not  burden  all  industries 
proportionately.     Pyramiding  burdens  single  process  in- 
dustries more  than  integrated  industries  who  produce 
the  same  commodities.     Independent  process  concerns  will 
have  to  absorb  the  sales  tax  in  their  profits  if  the 
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tax  is  not  shifted. 

There  are  some  temporary  effects  to  "business 
following  the  adoption  of  a  sales  tax.    When  there  is 
a  reduction  in  the  purchasing  power  of  the  consumer, 
this  tends  to  diminish  the  demand  for  luxuries  and 
non-essentials.     Consumers  "buy  less  of  heavily  taxed 
articles,  resulting  in  losses  of  sales,  and  more  of 
lightly  taxed  commodities,  resulting  in  increased  pro- 
fits on  sales.     During  times  of  depression  when  the 
demand  for  commodities  is  elastic  and  prices  decline, 
a  sales  tax  could  not  "be  added  without  resulting  in  re- 
duction of  sales,  and  therefore,  the  tax  may  fall  on  the 
producer  or  dealer.     Low  priced  standard  articles  will 
not  have  their  prices  affected  if  a  low  rate  of  sales 
tax  is  imposed,  "because  to  change  the  price  of  this 
type  of  commodity  would  sacrifice  the  market  goodwill. 

A  state  sales  tax  levied  "by  only  one  state 
places  handicaps  upon  "business  of  that  state,  as  it  is 
an  exclusive  tax  and  may  not  "be  shifted  in  the  markets 
where  foreign  sellers  are  in  competition  with  domestic 
sellers.     Many  states  have  adopted  sales  taxation  to 
discriminate  against  chain  stores  and  large  retailers. 
Merchants,  who  are  affected  "by  chain  store  competition, 
desire  to  have  the  large  retailers'  activities  restrict- 
ed, while  the  consumers  show  their  goodwill  toward  the 
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chain  stores  by  popular  patronage. 

A  sales  tax  is  an  added  cost  of  "business,  and 
production  and  distribution  must  be  modified  to  meet  the 
new  conditions  of  business.    I^arginal  sellers  who  are 
unable  to  shift  the  tax  may  be  forced  out  of  business. 
If  this  tax  is  not  shifted  it  becomies  a  gross  sales  tax, 
which  ignores  the  varying  conditions  of  profits,  losses, 
indebtedness,  and  investments  in  business.     When  a  sales 
tax  is  not  shifted,  it  is  a  highly  unequal  tax,  penaliz- 
ing industries,  with  heavy  investments  and  indebtedness, 
and  whose  profits  are  small  percentage  of  their  sales. 

co]irsums(44} 

A  sales  tax  is  a  consumption  tax  and  is  usually 
paid  by  the  consumers  in  higher  prices.     A  consumption 
tax  is  not  considered  a  fair  index  of  ability  to  pay 
as  it  is  a  tax  on  expenditures.    A  sales  tax  is  regres- 
sive for  it  taxes  the  expenditures  of  the  rich  and  the 
poor  at  the  same  rates  and  ignores  the  fact  that  the 
marginal  utility  of  the  poor  man's  dollars  is  higher 
than  that  of  the  rich  man's  dollars.    A  tax  on  expendi- 
tures fails  to  consider  the  savings  of  consumers,  the 
number  of  dependents  of  a  taxpayer,  and  the  amount  of 
income  derived  from  investments  and  personal  effort. 

A  consumption  tax  is  usually  paid  from  the 
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wages  of  the  masses.     It  tends  to  reduce  the  standard 
of  living,  thereby  reducing  population.     ';7here  the  liv- 
ing standards  of  workers  are  high  enough  to  permit  the 
enjoyxQent  of  certain  comforts,  a  sales  tax  may  "be  ab- 
sorbed by  wage  earners  and  its  effects  pass  unnoticed. 

The  regressive  effects  of  a  sales  tax  may  be 
corrected  by  the  adoption  of  progressive  taxes  which 
lay  heavier  burdens  on  persons  of  large  income.  An 
income  tax,  a  luxury  tax,  or  a  tax  on  services  of  servants, 
may  be  levied  to  offset  the  regressive  effects  of  a  sales 
tax.    However,  nations  receive  most  of  the  revenues  from 
numerous  commodity  taxes  which  further  emphasizes  the 
inequalities  in  the  distribution  of  taxes,  tending  to 
make  the  entire  tax  system  regressive  in  its  effects. 
The  bulk  of  sales  taxation  rests  on  persons  of  small 
income  in  an  inequitable  manner. 

GOVEBUMEUT 

Countries  depend  on  business  for  a  share  of 
their  revenues.     About  thirty  nations  rely  on  the  rev- 
enues of  sales  taxes  which  are  collected  from  business 
enterprise.     A  sales  tax  is  distributed  over  many  buy- 
ers and  sellers,  resulting  in  large  revenues  being  col- 
lected.    Because  revenues  are  derived  from  all  varieties 
of  business,  the  government  will  be  assured  of  large  and 

79 


stable  tax  collectlona.    The  tax  adds  diversity  to  the 
tax  system  as  it  may  he  employed  to  reach  business  en- 
terprise or  consumers  otherwise  not  adequately  taxed. 
The  tax  may  "be  made  payable  monthly  or  quarterly,  there 
by  guaranteeing  a  steady  flow  of  revenue  for  the  govern 
ment  throughout  the  fiscal  year.    During  the  period  of 
post-war  finance  many  nations  turned  to  sales  taxation 
because  it  increased  the  revenue  flow  from  many  di- 
verse sources. 
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GHIPTEB  X 


SALES  TAXATION  IIS  FISCAL  SYSTEM 

The  general  sales  tax  mst  "be  considered  as 
a  part  of  the  tax  system  and  not  as  an  isolated  tax 
when  legislators  are  discussing  its  adoption.  The 
entire  tax  system  should  result  in  proportional  tax- 
ation when  laurdens  of  all  taxes  are  equitably  dis- 
tributed.    If  a  general  sales  tax  is  imposed  on  the 
masses,  a  progressive  income  tax  should  "be  adopted 
to  counterbalance  the  inequality.     The  general  sales 
tax  has  often  been  urged  in  the  United  states  as  a  sub- 
stitute for  either  the  income  tax  or  our  excise  taxes, 
or  both.     There  is  no  evidence  from  the  nations  who 
collect  a  general  sales  tax  that  this  tax  will  be  sub- 
stituted for  either  the  income  tax  or  excise  taxes 
as  these  taxes  are  necessary  factors  in  a  well  balanced 
revenue  system.     It  is  my  purpose  in  this  chapter  to 
compare  the  general  sales  tax  with  the  income  tax  and 
excise  taxes. 

INCOME  TAX  AHD  GESIERAL  SALES  TAX(45) 

The  income  tax  retains  an  important  position 
in  the  fiscal  systems  of  leading  nations,  and  is  prob- 
ably the  most  prominent  of  the  modern  taxes.     The  income 
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tax  has  several  advantages:     it  is  highly  productive  un- 
der favorable  conditions,  its  yield  is  elastic  and  sub- 
ject to  control,  and  its  collections  may  "be  arranged  for 
the  convenience  of  the  taxpayer  and  treasury.    An  income 
tax  is  one  with  progressive  rates  and  harmonizes  with 
the  principle  of  ability  to  pay.    A  tax  on  net  income 
is  not  a  cost  of  business  that  must  be  included  in 
prices,  for  the  tax  is  paid  out  of  profits,  and  the 
evils  of  tsLX  shifting  are  avoided.    Therefore,  a  tax 
on  net  income  is  equitable  for  business  and  private  in- 
dividuals. 

The  income  tax  has  certain  disadvantages. 
The  base  of  the  tax,  or  net  income,  is  very  difficult 
to  define,  the  administration  of  the  tax  is  perplex- 
ing because  of  its  complicated  terminology  and  discrim- 
inations.   However,  the  income  tax  can  be  administered 
efficiently  where  business  accounting  is  developed 
and  the  government  provides  an  adequate  tax  personnel. 

The  general  sales  tax  may  be  more  practicable 
of  administration,  and  may  be  as  productive  as  the  in- 
come tax,  but  the  sales  tax  is  regressive  in  its  effects 
on  consumers,  unequal  in  its  effects  on  business,  and 
modifies  the  production  and  distribution  of  commodities. 
The  sales  tax  is  a  cost  of  business  that  is  usually 
shifted.     The  only  real  advantage  that  the  general  sales 
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tax  enjoys  over  the  inoome  taz  is  the  great  ease  of  ad- 
ministration when  the  sales  tax  is  collected  uniformly, 
without  numerous  special  oases,  to  complicate  tax  ad- 
ministration. 

The  experience  of  the  nations  that  collect 
general  sales  taxes  and  income  taxes  shows  that  the 
sales  tax  should  not  be  substituted  for  the  income  tax, 
and  that  when  a  sales  tsix  is  collected  it  should  he 
counterbalanced  "by  a  progressive  tax  to  offset  the 
regressive  effects  of  a  sales  tax. 

EXCISE  TAXES  AHD  GEEEEAL  SALES  TAX(46) 

It  is  the  practice  of  the  nations  which  collect 
a  general  sales  tax  to  continue  collecting  excise  taxes. 
Excise  taxes  are  imposed  on  articles  of  general  consump- 
tion, that  have  an  elastic  demand,  and  therefore  will 
yield  large  revenues.     Taxes  on  selective  commodities 
may  "be  employed  to  reach  classes  not  sufficiently  taxed 
"by  other  taxes,  and  to  balance  the  burdens  of  the  income 
tax  and  inheritance  tax.    Excise  taxes  are  highly  produc- 
tive and  are  more  equitable  than  a  general  sales  tax  be- 
cause they  tax  only  a  few  non-essentials  or  necessities, 
while  the  latter  taxes  nearly  all  lines  of  consumption. 

There  are  certain  disadvantages  to  excise  tax- 
ation.    To  produce  large  revenues  the  tax  rate  must  be 
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high,  or  many  coimodit lea  must  "be  taxed.     It  may  "be 
difficult  to  select  coimnoditiea  for  special  taxation. 
These  taxes  discriminate  against  the  producers  or  deal- 
ers who  are  taxed.     Excise  taxes  are  regressive  to  con- 
sumers and  may  "be  a  heavy  "burden  on  consumption.  Se- 
lected taxes  are  added  business  costs  and  have  a  tenden- 
cy to  he  shifted  "by  reducing  the  supply  or  increasing 
prices. 

The  advantages  of  excise  taxes  are  more  import 
ant  than  their  disadvantages.     Excise  taxes  are  in  har- 
mony with  the  economic  theory  and  tax  tradition.  They 
are  practicahle  in  administration  and  "business  is  ahle 
to  carry  on  when  shifting  is  impossible.  Consumers 
are  able  to  pay  consumption  taxes  if  the  taxes  are 
limited  in  rate  and  scope,  and  business  may  reinvest 
in  other  fields  of  industry  when  taxes  are  too  heavy. 

The  only  distinct  advantage  that  the  general 
sales  tax  enjoys  over  excise  taxes  is  its  great  pro- 
ductivity.    The  administration  of  selective  taxes  is 
more  easily  controlled  for  the  taxpayers  are  fewer  and 
their  accounts  may  be  more  carefully  audited.  Excise 
taxation  does  not  invite  business  integration  and  leaves 
many  lines  of  production  untaxed  where  capital  and  labor 
may  be  invested  more  favorably. 

The  experience  of  the  nations  that  collect  gen 
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eral  sales  taxes  and  excise  taxes  shows  that  a  general 
sales  tax  should  not  "be  employed  as  a  sutstitute  for 
the  approved  excise  taxes,  which  normally  provide  the 
necessary  revenues.     Excise  taxes  are  less  ohjection- 
a"ble  in  their  effects  on  "business  and  consumers  than 
the  general  sales  tax. 
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COIICLUSIOII 

CAUSE  OF  SALES  TAXATION 

War  has  always  "been  the  primary  cause  of  sales 
taxation.     Sales  taxes  originated  in  ancient  times,  con- 
tinued through  the  medieval  period  and  are  still  in  exist- 
ence at  the  present  time.    The  expenses  of  war  are  enor- 
mous as  huge  expenditures  are  necessary  to  finance  a  war, 
causing  the  sources  of  national  income  to  "become  exhaust- 
ed without  an  adeq.uate  return.     The  usual  revenues  of  a 
nation  are  insufficient  to  meet  the  huge  deficits  incurr- 
ed "by  war  and  sales  taxation  has  "been  adopted  hy  "bellig- 
erent nations  to  secure  large  revenues  to  pay  their  war 
debts.     Ancient,  medieval,  and  many  modern  general  sales 
taxes  have  "been  harshly  collected,  were  unequal  and  detri- 
mental in  their  effects  on  commerce  and  industry,  and  were 
severely  regressive  in  their  effects  on  consum^ers, 

SUPP0HTEE3  Am  OPPOISIEI[TS  OF  GEKEitAL  SALES  TAXES 

Some  of  the  organizations  and  individuals  who 
favor  the  general  sales  tax  are:    American  Manufactur- 
ers of  Toilet  Articles,  American  Petroleum  Institute^ 
American  Hotel  Association,  National  Association  of 
Manufacturers,  Chamber  of  Commerce  of  the  United  States, 
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Calvin  Coolidge,  Ex-President  of  the  United  States, 
Alfred  E.  Smith,  Ex-Governor  of  TTew  York,  Sidney  Rabino- 
vitz  of  the  Eoonomy  Chain  Stores  Corporation,  Governor 
Ely  of  laassachusetts ,  the  governors  of  several  states, 
Senator  Heed  Smoot  of  Utah,  and  many  other  United  States 
Senators  and  Congressmen, 

Some  of  the  organizations  and  individuals  who 
oppose  the  general  sales  tax  are:    American  Federation 
of  Ia"bor,  National  Grange,  American  Farm  Bureau  Federa- 
tion, ITational  Retail  Hardware  Association,  ^rational 
Retail  Furniture  Association,  National  Retail  Dry  Goods 
Association,  National  Shoe  Retailers,  National  Associa- 
tion of  Retail  Druggists,  Franklin  D.  Roosevelt,  Pres- 
ident of  the  United  States,  the  governors  of  some  states, 
many  United  States  Senators  and  Congressmen,  Alhert  E. 
Morrill,  President  of  the  National  Chain  Store  Associa- 
tion, and  Samuel  W.  Reyhurn,  President  of  the  Associated 
Dry  Goods  Corporation. 

ARGUMENTS  FOR  A  GENERAL  SALES  TAZ 

1.  A  sales  tax  produces  relatively  stahle 
and  dependable  revenues,  can  be  easily  computed  by  the 
government  and  the  taxpayer,  and  is  economically  ad- 
ministered by  some  governments  and  states. 

2.  It  is  paid  when  the  taxpayer  has  money  to 
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ape  nd. . 

3.  Where  the  tax  is  shifted  to  the  consumers, 
it  is  not  seriously  felt  "by  them,  since  the  rates  are 
generally  low  and  the  payments  are  districted  in  small 
amounts  over  the  year. 

4.  The  tax  has  a  "broad  "base  and  permits  all 
citizens  to  contribute  in  some  measure  to  the  support 
of  the  government. 

5.  The  desire  for  evasion  of  the  tax  is  not 
great  as  the  tax  "burden  is  not  "borne  "by  the  taxpayer, 
but  is  shifted  to  the  consumer. 

6.  The  tax  has  wide  application  and  therefore, 
does  not  discriminate  between  different  industries  as 

do  excise  taxes. 

7.  It  requires  concerns  having  net  losses  to 
pay  some  of  the  costs  of  government  services,  as  a  net 
income  tax  does  not, 

8.  Revenue  is  not  subject  to  such  widespread 
fluctuations  in  times  of  depression  and  prosperity,  as 
is  an  income  tax. 

9.  A  state  gross  sales  tax  is  not  shifted  to 
consumers  to  the  same  extent  as  a  national  tax,  because 
producers  and  distributors  must  meet  outside  competition. 
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AHaUlSEirTS  AGAITTST  A  GETIERAi;  SALES  TAX 

1.  A  sales  taz  is  a  consumption  tax,  which  is 
a  tax  on  expenditures,  and  therefore,  disregards  the 
fundamental  principle  of  equitahle  taxation,  the  aliility 
to  pay,  and  the  marginal  utility  of  a  poor  man's  dollar. 

2.  The  sales  tax  is  very  regressive  in  its 
effects  to  business  and  consumers. 

3.  A  sales  tax  is  usually  paid  out  of  wages 
and  has  a  tendency  to  reduce  the  living  standards  of 
workers. 

4.  Production  and  distribution  must  he  mod- 
ified to  meet  the  new  conditions  of  "business  occasioned 
by  the  addition  of  the  tax. 

5.  The  tax  is  an  added  business  cost  and  if 
the  tax  is  not  shifted,  it  must  be  deducted  from  the 
profits  of  business. 

6.  The  sales  tax  has  a  tendency  to  force 
marginal  sellers  out  of  business  who  are  unable  to  shift 
the  tax  to  the  consumers. 

7.  If  the  general  sales  tax  is  not  shifted, 
and  sometimes  it  isn't,  it  becomes  a  gross  sales  tax 
which  ignores  the  varying  conditions  of  profits,  losses, 
indebtedness,  and  investments  in  business. 

8.  It  has  a  tendency  to  stimulate  business 
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integration  to  avoid  the  payment  of  the  pyramided  tax. 
Integrated  industries  could  produce  the  same  article 
much  cheaper  than  a  single  process  industry. 

9.  It  discourages  new  and  promising  industries 
"by  taxing  them  in  their  infancy,  even  though  they  are 
making  no  net  profit. 

10.  A  sales  tax  is  easy  to  evade  as  taxpayers 
are  numerous  and  the  records  of  some  taxpayers  are  in- 
adequate and  incomplete. 

11.  A  state  sales  tax  is  an  exclusive  tax  and 
discriminates  against  domestic  dealers  who  compete  with 
foreign  merchants  and  mail  order  houses. 

12.  A  state  sales  tax  discriminates  against 
chain  stores,  and  large  retailers, 

TESTS  FOH  SALES  TAX  lEGISLATIOU 

There  are  four  tests  that  should  "be  applied 
to  any  form  of  sales  taxation.     First,  will  it  produce 
revenue,  second,  can  it  "be  administered  economically 
and  efficiently,  third,  will  it  affect  "business  adversely, 
fourth,  will  it  he  regressive  in  its  effects  on  consumers? 

Statistics  of  the  nations  that  collect  a  gen- 
eral sales  tax  show  that  the  sales  tax  has  heen  a  very 
large  revenue  producer.     There  are  numerous  prohlema 
in  sales  tax  administration,  such  as,  defining  taxable 
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transactions,  taxation  of  sales  of  service,  sales  tax 
exemptions,  luxury  turnover  tax,  classification  of 
Industries,  pyramiding  of  sales  tax,  manner  of  impos- 
ing sales  tax,  administrative  organization,  collection 
costs,  evasion,  and  interstate  sales.     Some  nations  have 
"been  alale  to  solve  most  of  these  problems  to  successfully 
administer  the  general  sales  tax. 

Business  does  not  escape  the  effects  of  the 
sales  tax  which  are  noticed  in  declining  sales,  the 
necessary  readjustment  of  production  and  distribution, 
business  integration  and  direct  marketing,  and  business 
instability.    The  tax  is  an  added  business  cost  that 
must  be  shifted  to  the  consumer  or  be  absorbed  in  the 
profits  of  business.     It  has  a  tendency  to  force  the 
marginal  sellers  out  of  business  who  are  unable  to 
shift  the  tax  to  the  consumer.    The  sales  tax  does  not 
burden  all  industries  proportionally.  -  A  state  sales 
tax  is  an  exclusive  tax  that  discriminates  against  the 
domestic  producer  or  distributor. 

The  sales  tax  is  usually  shifted  to  the  con- 
sumer in  higher  prices,  although  its  effects  may  pass 
unnoticed.     It  is  a  consumption  tax  which  is  really  a 
tax  on  expenditures,  and  therefore,  ignores  the  mar- 
ginal utility  of  the  poor  man*3  dollars.     The  tax  tends 
to  lower  the  living  standards  of  workers.    The  bulk  of 
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sales  taxation  rests  on  persons  of  small  income  in 
an  inequitable  manner. 

EECOMOSKDATIOUS  FOB  SOUHCES  05"  SEVEmE 

I  am  very  mnioh  opposed  to  the  adoption  of 
a  general  sales  tax  as  a  permanent  source  of  federal 
and  state  revenue  "because  the  general  sales  taxes  of 
the  other  nations  have  proven  that  they  are  not  ideal 
taxes.    My  conception  of  an  ideal  sales  tax  is  a  tax 
that  would  produce  large  amounts  of  revenue;  that  would 
not  "be  difficult  and  expensive  to  administer;  that 
would  exempt  the  necessaries  of  life  which  are  cloth- 
ing, food,  fuel,  and  shelter;  that  would  tax  net  pro- 
fits and  not  volume  of  sales;  that  would  tax  in  pro- 
portion to  ahility  to  pay  and  not  unduly  increase  the 
cost  of  living  of  the  consumer;  that  would  distribute 
the  "burden  proportionately  on  luxuries,  services,  and 
all  other  conimodities  except  the  prime  necessities; 
and  one  that  would  not  discriminate  against  a  group  of 
certain  individuals  or  industries.     If  a  general  sales 
tax  could  possess  these  requisites,  I  would  "be  in  fav- 
or of  adopting  a  general  sales  tax  as  a  source  of  fed- 
eral and  state  revenue. 

However,  "because  of  the  demand  for  huge  rev- 
enues needed  to  "balance  the  federal  and  state  "budgets 
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during  this  period  of  economic  depression,  I  recom-. 
mend  the  adoption  of  a  manufacturers'  sales  tax  as  a 
temporary  source  of  federal  revenue,  and  excise  taxa- 
tion as  a  temporary  source  of  state  revenue;  these  tax- 
es to  be  repealed  at  the  earliest  opportunity. 

FEDERAL  SALES  TAX  HECQJiilLIEiniAIIOU 

A  manufacturers'  sales  tax  is  a  tax  that  ia 
levied  upon  the  sales  and  importations  of  licensed 
manufacturers  or  producers.     A  manufacturer  or  produc- 
er doing  a  gross  "business  over  a  specified  amount  is 
required  to  take  out  a  license.     The  tax  is  imposed  on 
all  sales  "by  these  licensed  manufacturers,  except  in 
the  case  of  specifically  exempted  articles,  and  except 
in  the  case  of  commodities  sold  to  other  licensed  man- 
ufacturers for  further  manufacturing.     The  exemptions 
should  include  the  necessities  of  life  which  are  cloth- 
ing, food,  fuel,  and  shelter;  farm  products;  and  raw 
materials  in  order  not  to  unduly  discourage  manufactur- 
ing.    The  tax  is  usually  collected  from  the  producer 
of  the  finished  article  or  at  the  stage  of  importation. 

There  are  several  advantages  to  a  manufactur- 
ers' sales  tax.     It  would  produce  large  amounts  of  rev- 
enue.    The  tax  is  collected  at  only  one  stage  of  produc- 
tion or  distribution,  therefore,  the  tax  will  not  be 
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pyramided  as  in  the  case  of  a  general  sales  tax.  Inte- 
gration will  not  'be  encouraged  "by  this  type  of  tax. 
The  accounting  records  of  manufacturers  are  kept  accu- 
rately and  taxes  will  he  easily  computed.     Because  tax- 
payers are  fewer  in  numher,  the  collection  of  the  tax 
will  he  inexpensive.     The  tax  will  reach  a  portion  of 
the  people  who  do  not  pay  a  federal  incomie  tax.  Al- 
though the  tax  is  ultimately  shifted  to  the  consumers, 
its  effects  usually  are  passed  unnoticed.    Every  li- 
censed manufacturer,  regardless  of  his  profits,  will 
pay  a  tax  to  the  government  in  return  for  the  protec- 
tion and  services  rendered  hy  the  government  to  its 
citizens  and  corporations. 

Canada  and  Austria  have  proven  that  a  manufac 
turers*  sales  tax  produces  large  amounts  of  revenue  and 
that  it  can  "be  efficiently  and  ecnomiically  administer- 
ed.    Canada  has  collected  ahout  $750,000,000.  from  its 
manufacturers*  sales  tax,  which  was  adopted  twelve  year 
ago.     The  cost  of  collecting  the  Canadian  sales  tax 
has  not  averaged  at  any  time  more  than  5fo  of  the  total 
revenue  collected. 

STATE  SALES  TAX.  HECOLili^lHDATIOir 

Although  the  general  sales  taxes  of  lest  Vir- 
ginia and  Mississippi  have  produced  large  amounts  of 
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revenue,  the  yield  of  the  general  sales  taxes  of  other 
states  has  "been  very  disappointing.     General  sales  tax- 
es should  "be  collected  on  a  national  "basis,  avoiding 
the  prohlems  created  "by  its  exclusive  collection  in 
states.    There  is  grave  danger  of  rushing  into  an  un- 
tried field  of  taxation  to  secure  additional  revenues. 
States  having  sales  taxes  cannot  tax  interstate  trade, 
A  general  sales  tax  levied  hy  one  state  results  in  se- 
vere handicaps  upon  the  business  of  that  state  for  it 
is  an  exclusive  tax  and  may  not  "be  shifted  in  the  mar- 
kets where  foreign  and  domestic  sellers  compete.  It 
has  a  tendency  to  force  the  marginal  sellers  out  of  "bus- 
iness who  are  una"ble  to  shift  the  tax,  or  una"ble  to  a"b- 
sorlD  the  tax  in  their  profits.     If  a  general  sales  tax 
of  any  state  is  not  shifted,  it  "becomes  a  gross  sales 
tax  on  "business,  which  ignores  the  varying  conditions 
of  profits,  losses,  indeTitedness ,  and  investments  in 
"business.     Even  if  the  tax  is  shifted,  sellers  will 
suffer  declining  sales  as  prices  advance,    A  state 
general  sales  tax  stimulates  integration  unless  it  is 
laid  on  production  or  on  retailing.     There  are  also 
many  inequalities  that  arise  from  the  ar"bitrary  rate 
classifications  and  exemptions.    Excise  taxes  are  pref- 
era"ble  to  a  general  sales  tax  as  a  source  of  state  rev- 
enue.    Excise  taxes  are  in  harmony  with  economic  theory 
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and  tax  traditions.    Excise  taxes  may  te  employed  to 
reach  classes  who  are  not  adequately  taxed  "by  other 
taxes.     Selective  taxes  are  productive,  easier  to  admin- 
ister "because  they  are  more  limited  in  scope,  fairer 
to  iDusiness  "because  industries  able  to  carry  the  tax- 
es may  "be  selected,  and  fairer  to  consumers  "because 
they  do  not  rest  when  shifted,  on  all  lines  of  con- 
sumption.    Since  the  application  of  excise  taxes  is 
limited,  the  readjustments  in  "business  for  long  run 
shifting  of  the  taxes  are  less  numerous  and  widespread, 
as  in  the  case  of  a  general  sales  tax.     The  only  ad- 
vantage which  a  general  sales  tax  enjoys  over  a  group 
of  excise  taxes  is  its  greater  productivity. 

The  experience  of  the  American  states  and 
other  nations  that  employ  a  general  sales  tax  does  not 
justify  a  general  sales  tax  as  a  normal  source  of  fed- 
eral and  state  revenue  in  this  country, 

TEE  EUD 
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